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Preface 
Numbers of developments have taken place in the Indian Stock Market with 
launching of financial reforms since summer 1991. With the advent of liberalization, 
Indian Stock Market has gone under tremendous changes. Prior to liberalization, the 
Indian Stock Market is not in the global picture. But today, it is one of the most 
attractive markets for the foreign institutional investors (Ells). Since then the country 
has been receiving large amounts of portfolio investment. With the ongoing 
globalization the role of institutional investors in foreign capital flows has increased to a 
great extent. They are being regarded as key player of financial globalization. The 
developing countries like India generally have a continuous shortage of capital. The 
entry of FIIs is expected to bring that much needed capital. However, as most of the 
purchases by FIIs are in secondary market, their direct contribution to investment may 
not he very significant. Yet, His contribute indirectly in a number of ways towards 
increasing capital formation in the host country like India. Increased participation of 
foreign investors increases the potentially available capital for investment and thus 
lowers the cost of capital. Further, purchases of FIIs give an upward thrust to domestic 
stock prices and thus increase the price-earnings ratio of firms. Both these factors are 
expected to increase overall level of investment in an economy. Thus, His can prove to 
be an important boost for capital formation. This is one of the most important sources of 
Foreign Exchange Reserves (FOREX). This Forex can be utilized for various 
development purposes, which help an economy in building her productive capacities as 
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well as generate employment. For a demand constrained economy, this is beneficial. 
This source is much unstable compared to other capital flows, therefore careful 
monitoring of these inflows should be maintained. There are various internal and 
external factors which have potential dangers to destabilized economic conditions of 
both developed as well as developing economics. His are the key drivers of the Indian 
equity market and rising stakes in Indian companies. But, at the same time there is 
unease over the volatility in foreign institutional investment flows and its impact on the 
different segments of the economy. The increase in the volume of foreign institutional 
investment (FII) inflows in recent time has led to concerns regarding the volatility of 
these flows, threat of capital flight, its impact on the stuck markets. 
Over the last few years, Securities Exchange Board of India (SEBI) has announced 
several far reaching reforms to promote the Indian Stock Market and protect investor's 
interests. Reforms in the secondary markets have focused on three main areas: structure 
and functioning of Indian stock exchanges, automation of trading and post trade 
system, and introduction of surveillance and monitoring system. 
The Securities Exchange Board of India (SEBI) has taken several measures to 
improve the integrity of the Indian stock market. Legislative and regulatory changes 
have facilitated the corporatization of stockbrokers. Capital adequacy nouns have been 
prescribed and are being enforced. A market to market margin and intraday trading 
limit also been imposed. Further the stock changes have put in place circuit breakers, 
which are applied in times of excessive volatility. Initially the entry of FIIs in Indian 
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stock market was not very easy but now they have liberalized and it becomes easy. The 
investment limit and investment areas have been increased for FIIs. 
[iv] 
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1.1 Introduction 
The liberalization process was initiated in India in the early 1990s brought 
about radical changes in the functioning of Indian stock market. Rising 
globalization, deregulation, and foreign portfolio investments made the Indian 
stock exchanges competitive and efficient in their functioning. With the rise of 
equity culture across the globe, even in India which has a long history of stock 
exchanges, has witnessed a perceptible shift in the proportion of investor's 
participation in equity markets. The role of investors is the key to success of 
market guided economic system and since it is they who pump their savings into 
the markets, their investments need to be channelized to the most rewarding 
sectors of the economy. One of the most dominant investors group has emerged 
to play a critical role in the overall performance of the stock market is Foreign 
Institutional Investors (FIIs). Foreign Investment refers to investments made by 
residents of a country in financial assets and production process of another 
country. After the opening up of the borders for capital movement, these 
investments have grown in leaps and bounds. But it has varied effects across the 
countries. It can affect the efficiency of the recipient country and can also affect 
the balance of payments. In developing countries there is a great need of foreign 
capital, not only to increase their productivity of labour but also to strengthen the 
foreign exchange reserves to meet the trade deficits. Foreign investment provides 
a channel through which these countries can have access to foreign capital. It can 
be of two types: foreign direct investment (FDI) and foreign portfolio investment 
2 
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(FPI). Foreign direct investment involves direct production activities of medium 
to long-term nature. But the foreign portfolio investment is a short-term 
investment mostly in the financial markets and it consists of Foreign Institutional 
Investments (FIls). 
1.2 Statements of problems: 
1. The Indian stock market is very complex. It is peculiar job for the investors to 
predict the movement of stock market as the market is moving on the behavior of 
the investors. 
2. The stock market is quite volatile due to Flls, as their entry and exit time is not 
certain in the market Small investors are losing huge funds in short run due to 
volatility. 
3. Foreign institutional investors have indirect control over the Indian stock market 
as their small movements turn market volatile. 
4. The investments made by foreign institutional investors through participatory 
notes (PNs) also create dilemma in the mind of investors. 
5. FlIs activity in global market also has a great impact on the Indian stock market. 
6. Derivative trading has been introduced in Indian stock market to protect the risk 
against fluctuations of the prices, but it is not being used to hedge the fund rather 
for speculative activities, making the investors in danger. 
7. Activities of World stock market also have direct impact on the Indian stock 
market because of globalization. 
3 
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8. Generally, FIIs leave the Indian stock market in the last of the December every 
year to celebrate the Christmas. 
1.3 Review of Literature: 
A review of literature related to studies in the field of foreign investment 
especially Foreign Institutional Investors is made here in order to discern the 
distinctiveness of the present study. The Researcher has surveyed the 
bibliography of several books, journals, newspapers, magazines, annual report of 
SEBI and Literature of Ministry of Finance, annual reports of RBI and its 
handbook. I have also visited Maulana Azad Library, Ratan Tata Library at Delhi 
School of Economics, etc. 
Sekhar V. (2010), in his article " Eli's inflow and their impact in 2010" said that 
money coming into the secondary equity market works like adrenalin and the 
moment it whittles down the market will gradually begin its drift downward but 
can predict its cause and when it will happened. He also explains that it will be 
dangerous by saying that the FII inflows to continue flooding our secondary 
markets unabated. They have anyway indicated a preference for QIPs which in 
the long run should be expected to result in a dilution of equity prices. It is 
therefore, not too difficult to see that, the levels of PII inflow may extend support 
to much lesser extent during this pear. Depending on how the US economy pans 
out, we could as well see a withdrawal of Flis money. 
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Chidambaram P. (2010) "FIIs no factor in SENSEX fall', said some of the factors 
that led to the fall was the sub-prime mortgage crisis in US, change in the 
monetary stance of developed countries, the expected US recession and the 
firming up of oil prices. Moreover, Yen carry trade, the policy measures on 
offshore derivative instruments by the SERI, the impact of primary market 
issues, relative variations in emerging markets etc also affected the SENSRX 
behavior. He also said that FIIs' share in the Indian market was too small to 
warrant such action therefore government is not going to check on withdrawals 
by FIIs2. 
Mishra P. K. (2009), in his paper titled "Role of Flls in Indian Capital Market" 
examined the performance of the Indian capital market by empirically studying 
the impact of net equity investment by FlIs on stock returns. By using monthly 
data on SENSEX based stock return and net FIT flows over a period of 17 years 
spanning from Jan 1993 to May 2009, provides the evidence of positive 
correlation between F1I net flows into India and stock market return. And, the 
analysis finds that the movements in the Indian capital market are fairly 
explained by the PII net inflows3. 
Prasanna P. K. (2008), in his paper entitled "Foreign Institutional Investors: 
Investment Preferences in India", has examined the contribution of foreign 
institutional investment particularly among companies included in sensitivity 
index (SENSEX) of Bombay Stock Exchange. He has also examined the 
relationship between foreign institutional investment and firm specific 
5 
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characteristics in terms of ownership structure, financial performance and stock 
performance. It is observed that foreign investors invested more in companies 
with a higher volume of shares owned by the general public. The promoters' 
holdings and the foreign investments are inversely related. Foreign investors 
choose the companies where family shareholding of promoters is not substantial. 
Among the financial performance variables the share returns and earning per 
share is significant factors influencing their investment decision4. 
Reddy C.K. (2008), in his paper entitled, "Volatility of Indian Stock Market and 
Flis", analyzed a performance of the SENSEX Vs Alts in the Indian stock market 
and some of the most talked about movements of SENSEX stating with the 
secondary market summary of each year. FIIs investments in BSE SENSEX reveal 
that the liquidity as well as the volatility was highly influenced by FII flows. Tits 
are significant factor determining the liquidity and volatility in the stock market 
prices. The foreign portfolio flows acknowledged as one of the important source 
for strengthening and improving the functioning of the domestic capital markets. 
The FII investment in Indian securities has shown a fluctuating trend year after 
year. Along with the soaring SENSEX in the current situation, the author suggest, 
investors should keep in mind that the factors could derail this rally like rising 
interest rates, high inflation fuelled by firm global crude oil prices, slow down in 
the economy and also in corporate earnings, fluctuations in currency market, 
sluggish pace of economic reforms, political instability, crash in asset price across 
the board, political tension and possible terrorist attacks. Lastly, author 
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concludes that the His who have been so bullish in India for the last so many 
years might start looking at other cheaper emerging markets for better returns. 
So, it is very tough to predict that whether the SENSEX will sustain the 
momentum in future or not. The investors need to be very cautious in their 
operations. 
Dhamija N. (2007), in her paper, "Foreign Institutional Investment in India', 
held that the increase in the volume of foreign institutional investment (FII) 
inflows in recent years has led to concerns regarding the volatility of these flows, 
threat of capital flight, its impact on the stock markets and influence of changes 
in regulatory regimes. The determinants and destinations of these flows and how 
are they influencing economic development in the country have also been 
debated. This paper examines the role of various factors related to individual 
firm-level characteristics and macroeconomic-level conditions influencing PIl 
investment. The regulatory environment of the host country has an important 
impact on F11 inflows. As the pace of foreign investment began to accelerate, 
regulatory policies have changed to keep up with changed domestic scenarios. 
The paper also provides a review of these changes6. 
Samy P. et al, (2006), in his paper entitled,' A Study on Capital Stock Market 
Movement in India - Present Scenario", held that Investors can pick up stocks at 
these levels for a growth story for long term i.e. for equities a 5 years holding 
period is reasonable to give a very above average return. Caution may be 
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exercised to buy only good, well established market movers and never, to buy on 
margins or play intraday or dabble in derivatives market, which is high risk7. 
Sikdar S. (2006), in his paper entitled, "Foreign Capital Inflow into India: 
Determinants and Management", analyzed that the surge in inflows has not been 
matched by a corresponding growth in the absorptive capacity of the Indian 
economy. The major reason is the persistent slowdown of industrial activity 
since 1997. At the same time, the Reserve Bank of India (RBI) has been reluctant 
to let the rupee find its market-clearing level under the circumstances. This has 
resulted in steady accretion to our foreign exchange reserves (FER) over the last 
few years. Problems of Foreign Capital are widening of current account deficit, 
monetization, and appreciation of real exchange$. 
Saifi M. W. (2006), in his dissertation titled "FIIs in Indian equity capital market: 
an appraisal", highlights that the number of FIIs and their volume of investment 
increasing in the Indian capital market and as a result of that indices of the stock 
exchanges are going up". 
Chili A. L., et. Al (2006), in his paper entitled, "The Impact of Qualified Foreign 
Institutional Investors on Taiwan's Stock Market", explored the relationship 
between qualified foreign institutional investors (QFIIs) and Taiwan's stock 
market and evaluates the effect of QFIIs' investment transactions on Taiwan's 
stock market. By taking the date of casing regulatory restrictions on foreigners' 
stock investment holdings as a cutoff point, the research uses the highest and 
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lowest 10 stocks of QFII holdings in three industry sectors as sample portfolios to 
study the prior- and post-event returns10. 
Kumar V MPM (2006), in his article entitled, "Flls-The Trigger Behind 10k" said 
that the FII investment increases the stock prices and reduces the cost of capital. 
It has helped the ESE SENSEX to reach 10000 mark and the fourth position in the 
stock markets of the world and also considers the FIl factor and its impact on the 
Indian capital market, in reaching the 10k mark. The study also focuses on the 
recent trends with respect to FII movements and the factor that is encouraging 
them is of little significance and the problem of managing the rush of such 
inflows. The issue is on focusing that no corrective policies were adopted and 
that the liberalization process is continued with. The reason to back up FIIs 
rather than increased regulation is that there are cases mentioning the virtues of 
FII wherein each needs assessment. Lastly, author concludes that the IT 
investments were encouraged on basis that FI1 participation in local capital 
markets often leads to good corporate governance practices, better shareholder 
value and improved efficiency. One needs only refer to the countless situations 
of fraudulent accounting practices, regular report from their home country 
markets, conflict of interest and manipulations involving FII principles sum up 
the situations''. 
Mihir R. (2006), in his paper entitled, "On liberalizing Foreign Institutional 
Investments" critiques the approach and recommendations of the 2004 
government of Indian expert group on foreign institutional investment flows. 
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The most crucial of these relate to effects of Fii flows on aggregate and sectoral 
investment, behavior of financial including foreign currency markets with special 
reference to their volatility and efficacy of fiscal and monetary instruments in 
attaining the objective of macro-stabilization and growth. This paper examines 
the macro-economic impact of PII flows in the light of Indian experience and 
draws some policy conclusions regarding the role of such flows. It also addresses 
the issue of volatility in the Indian context. The author also observed that even 
when there is enough demand for investments, reliance on the other type of 
foreign capital e.g. FDI, ADRS/CDRs or long term borrowing may be superior to 
His for bridging the investment saving gap. The reason is that when some capital 
inflow is linked directly to investment demand (which FIIs is not), a greater part 
of capital inflow is translated into investments and chances of a fall in aggregate 
demand are less. FIIs can contribute toward capital formation and growth when 
direct foreign funding of some highly productive investment is difficult to 
secure. For overcoming these problems author suggests three ways that is (a) 
macroeconomic perspective (b) a careful analysis of the current and prospective 
economic scenario and (c) an assessment of pros and cons of alternative types of 
foreign capital inflows12. 
Chakrabarti R. (2006), in his paper entitled "Foreign Institutional Investments" 
addresses the contribution of foreign investment in Indian equity market as well 
as share in GDP of the country. The Author also tries to show the relationship 
between All flows and return in the Indian market with the help of cumulative 
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FII investment and the SENSEX from Jan 1993 to June 2006 and he finds that FIT 
equity investment and the stock market performance in India have been closely 
interlinked. The author also mentions about the government policy regarding FIT 
flows in his per and observed that the Fll flows are believed to have a positive 
impact on the country's development, so much so that encouraging ElI flows 
government constitute an expert group (2002, which reported in 2004) to suggest 
ways to accomplish this goal. Lastly the Author concludes that, Fll flows should 
be viewed not in isolation but as a part of an integrated policy package for all 
capital receipts keeping in mind their role in the overall macroeconomic 
structrue13. 
All A. (2006), in his dissertation titled " A case study of SEBI's role in 
Development of Indian Capital Market" highlighted that the SEBI is responsible 
for the entire development in the Indian capital since the SEBI has been assigned 
the task of an apex institution to regulate the market, the Indian capital market 
has gone metamorphous". 
Mohan T.T.R. (2005), in his paper entitled, "Taking Stock of Foreign Institutional 
Investors" observed that PII investment is viewed as compensating in some way 
for the relatively low level of foreign direct investment (FDI) and as a welcome 
sign of international interest in the Indian economy. This paper also examine 
about FIIs in terms of stock market, macroeconomic volatility and variations in 
Flis inflow from year to year. The author suggested in this paper that Eli 
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behavior in emerging markets does not point to FIIs existing markets easily. By 
and large, FII inflows into emerging markets, including India has been positive, 
except in Malaysia and Indonesia at the time of the Asian Crisis. The size of 
inflow could vary and that itself could lead to market volatility. But such 
variations are unlikely to be destabilizing in nature. The author also suggested 
that in India, volatility in portfolio inflows has been modest compared to other 
emerging markets. As domestic funds grow in size and pension funds enter the 
equity market, this would provide a measure of self-insurance against volatility 
occasioned by FIl flows. Lastly author addresses that the real problem caused by 
variations in FII inflow from year to year is not stock market volatility but 
difficult poised in management oh money supply and exchange rate's 
Saini R. (2005), in his paper, "Foreign Institutional Investment in India- A study 
of issue, facts and determinants" examined the various theoretical issues relating 
to FI investment, its growth in India and factor that affect its inflow, various 
theoretical issues relating to pros and cons of foreign institutional investment, 
traces the growth of FI investment in India and a preliminary enquiry into the 
possible determinants of FI investment. The author addresses that the major 
arguments in favor of FI investment are its possible positive effect on overall 
level of investment in the economy and its contribution towards improvement in 
the functioning of domestic capital market. But there is negative impact as well 
because of volatile nature of FI investment may over balance its benefits. The 
author concludes that net effect of FI investment on a country will mainly 
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depend upon the policy response of authority to its possible negative 
implications. The author also found that growth of FL investment has been quite 
consistent and impressive and particularly in initial years of reforms it has 
grown distinctively faster than direct investment. The author made attempt to 
explore the possible determinants of FI investment. Rate of return on stock as 
captured from the stock price index and domestic exchange rate have been found 
to affect FI investment positively while inflation in domestic country has a 
negative impact on it The author also apply Granger's Casualty test, it appears 
that FI investment is a result of return on stock rather than causing it. The test 
between inflation and FI investment reveals that a higher inflation in domestic 
country causes retardation inflow of FI Investment. However, casualty between 
rate of exchange and FI investment could not be confirmed16. 
Kaur M., Sharma R. (2005), in their paper entitled, "Impact of FITS on the 
volatility of share prices" observed that the stock market is increasingly 
becoming more centralized concentrated and non-competitive. The FIIs have 
been playing an important role in this aspect. Volatility of share prices is found 
to have declined after the arrival of FIIs until 1997-98. It started rising again since 
1998-99; this is because of decrease in FIls during this period. Consequently, the 
ordinary investors have suffered heavily losses and lost interest in stock market 
so the investment by FIIs should be reduced. This seems possible only by 
increasing the domestic investor's base (industrial and corporate) and 
encouraging mutual funds contacting the profit taking activities of Flis. The 
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author also concludes that the volatility of Indian stock market has reduced after 
the arrival of FIIs. The author lastly states that the reduction of volatility cannot 
be completely attributed to FIIs, it can be noted that the reforms in capital market 
like screen base trading, dematerialization of shares and rolling statements have 
yielded results and market become less volatle'7. 
Lakshmi V.D.M.V. (2005), in her paper entitled," 'Tire Entry of Flls in India" 
focussed on the actions and reactions of foreign investors that are influencing the 
movements of the market. According to author, there is three ways to attract 
more foreign investment, the most important factor to be considered for 
attracting and facilitating foreign investments is in infrastructure and technology, 
secondly to make India an attractive destination for foreign investment the 
quality of information should be improved, which is the main appetite of FIIs 
and thirdly, the availability of free float stocks of Indian corporate, as Fils usually 
do not prefer to the corporate with huge promoter holdings. The free floating of 
stocks reflects true values of securities, which in turn helps in bringing efficient 
price discovery. Lastly, author concludes that, as long as India focuses on 
building sufficient infrastructure facilities, corporate governance practices, 
improvement of price discovery mechanism, relaxation on investment norms 
and tries to be investor friendly, the foreign investment flow contlnuess. 
Pal P. (2005), in his paper entitled, "Recent volatility in stock markets in India 
and Foreign Institutional Investors" aims to take a detailed look at the stock 
market and the behavior of different investor groups, especially the Flls in India 
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for the period March 2004 to June 2004. The objective of the paper is also to 
investigate how the withdrawal of foreign portfolio capital in the post election 
phase has affected the price and equity holding pattern of different SENSEX 
companies. This will help us understand the dynamics of the stock market crash 
in the post election period, and results of this study show that not only the FIIs 
are the major players in the domestic stock market in India, but their influence on 
the domestic market is also growing. Data on trading activity of Fits and 
domestic market turnover suggests that FIIs are becoming more important at the 
margin as an increasingly higher share of stock market turnover is accounted for 
by Fll trading. Moreover, the findings of this study also indicate that Foreign 
Institutional Investors have emerged as the most dominant investor group in the 
domestic stock market in India. Particularly, in the companies that constitute the 
Bombay stock market sensitivity index (SENSEX), their level of control is very 
high Data on shareholding pattern show that the FIIs are currently the most 
dominant non-promoter shareholder in most of the SENSEX companies and they 
also control more tradable shares of SENSEX companies than any other investor 
groups19. 
Bandyopadhyay S. (2005), in his paper entitled, "Foreign Institutional 
Investment: issue and challenges" stated that Foreign Institutional Investment 
(Eli) helps to maintain surplus in Balance of Payments (BOP) of many emerging 
economies and it is one of the most important sources of Foreign Exchange 
Reserves (FOREX). This Forex can be utilized for various development purposes, 
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which help an economy in building her productive capacities as well as generate 
employment. For a demand constrained economy, this is beneficial. However, if 
the economy is subjected to severe structural imbalances and supply shocks, then 
it has a potential danger of generating inflationary tendencies and macro-
economic imbalances, which in turn may lead to a loss of investor confidence in 
the host economy resulting in capital flight for which the country may face 
severe BOP difficulties. The author also states and suggest that Foreign 
Institutional Investment (FII) in a non-debt creating inflows and it helps to 
overcome foreign exchange constraint without imposing any burden of external 
debt. Thus an economy can bridge the gap between domestic savings and 
investments by resorting to this source of portfolio capital. However, this source 
is much unstable compared to other capital flows, therefore author suggests that 
careful monitoring of these inflows should he maintained because there are 
various internal as well as external factors which have potential danger to 
destabilized economic conditions of both developed as well as developing 
economies. Lastly author concludes that, for emerging economies the external 
factors are beyond their control, the only thing they can do is to maintain sound 
internal macro economic and financial policies and try to generate revenues by 
diversifying their export base and try to generate more Foreign Direct 
Investment'-0  
Khan M. A., Ashraf S. and Ahmed S. (2005), in their paper entitled, "Foreign 
Institutional Investment Flows and Equity Returns in India" examined the 
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relationship between foreign institutional investments and stock market return in 
India during 2002-04 and finds the results that FIIs have been attracted to India 
as an important investment destination. FIIs investment in certain Indian 
companies shows majority shareholding while as a percentage of the floating 
stock it is also substantial. The flow of FIIs funds seems to be attracted by the 
Indian equity return. This apparent unidirectional relationship confirmed by the 
Granger test is also reconfirmed by the cross-correlation method. The major 
findings of this study includes, (a) American market causes changes in Indian 
market, (b) Indian market does not cause change in Indian market, (c) Equity 
returns cause FII flows, (d) FII flows do not cause equity returns, (e) volatility in 
equity returns does not cause volatility in Fll flows and (f) volatility in FIl flows 
does not cause volatility in equity returns. Lastly, the author concludes that the 
information in Flls trade be made more speedily available to the public so that 
for an efficient market to exist, the asset prices can change immediately to reflect 
new information21  
Singh Bhupinder (2005), in his paper entitled, "Inter-Relation between FII, 
Inflation and Exchange Rate" tried to examine the effect of significant macro-
economic variables, inflation and exchange rate on the inflows of Foreign 
Institutional Investment in India. The author also tried to develop a theoretical 
framework to analyze the inter-relation between Foreign Institutional 
Investment, inflation and exchange rate. Lastly, the author suggested that the 
strength of the financial system of the country is gauged by the quality of foreign 
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capital inflows. The financial system should be strong to ward off any adverse 
impact arising from the volatility of capital flows. It must be equipped with 
adequate support measures like forex reserves, comfortable balance of payments 
position to negate the impact of volatile capital flows. It is only then that the 
adverse impact of contemporary global development like oil prices hike can be 
minimized. 
David C. Partner Mayer, Brown, Rowe & Maw LLP (2005), in their paper 
entitled, "Foreign Investment in India" examined that the Indian government has 
established a regulatory framework for three separate investment avenues: 
foreign direct investment; investment by foreign institutional investors; and 
investment by foreign venture capital investors. While these investment 
alternatives have created clear avenues for foreign investment in India, they 
remain subjected to many conditions and restrictions which continue to hamper 
foreign investment in India23. 
Khan Mohd Arif Raza (2005), in his dissertation titled "Performance of new 
equity issues in India" highlighted that the new issues in India have done well, 
due to the great response by His, Mutual Fund, individual and other investors. It 
has become possible due to the reforms measures taken by the SEBI since its 
establishment and taking over the charge of an apex body to regulate and control 
the Indian capital market=4. 
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Mohd Suhaib (2005), in his dissertation titled "Behavior of share prices in India" 
highlighted that during the years the prices of stocks are moving as per the 
action of FIIs. As and when there is buying pressure from them the prices are 
likely to go northward and if there is selling pressure from them the prices are 
going down's. 
Kaur Harvindar (2005), in her article "Stock Market Volatility in India" 
highlighted that how Indian market is experiencing the volatility in share prices. 
She found that April has been more volatile followed by March and February. 
This could probably be due to the occurrence of the most significant economic 
event in the year namely union budget26. 
Singh Gulcharan (2005), in his article "Liquidity in Stock Exchanges: some 
issues" disscused that how Indian stock market is also facing the problem of 
liquidity for certain shares of the companies. It is happening due to the poor 
working results of the companies, reduction in the percentage of pubic offers, 
classification into Z category, low capital base of listed companies, introduction 
of the rolling settlement, free pricing of shares, introduction of book building, 
merger of unlisted companies and lack of incentives for the markets27. 
Kedarnat Mukhari and Mishra R.K. (2005), in their article "Stock market inter 
linkages: a study of Indian and World Equity Markets" revealed that the Indian 
stock market is not co-integrated with other international markets in the long run 
and there is no cause and effect relationship among those markets excepts 
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Indonesia, Malaysia, Thailand, Korea, Philippines and Greece. In short run there 
is some possibility so there is greater chance for international diversification to 
enhance their potential benefits28. 
Keneth M.Kletzer (2004), in his paper "Liberalizing capital flows in India: 
Financial Repression, Macroeconomic policy and Gradual Reforms" highlighted 
Capital account liberalization in financially repressed economies often leads to 
the period of rapid capital inflows followed by financial crisis. This paper 
considers the vulnerability of the Indian economy to financial crises with 
international financial integration and the policy agenda for further liberalization 
of capital flows29. 
Kwangsoo Ko, Kennsoo Kim & Sung Hoon Cho (2004), in their paper entitled, 
"Performance of Institutional and Foreign Investors in the Japanese and Korean 
Stock Markets", have examined the characteristics of institutional and foreign 
investor stock ownership, and the stock price performance according to their 
ownership for two major Asian markets, Japan and Korea. The differences in 
abnormal returns are more evident for foreign ownership portfolios than for 
institutional ownership portfolios, especially in Korea. If we consider either 
institutional or foreign investors, the differences in abnormal returns remain still 
significant in Korea, but not in Japan. Both institutional investors' incentive for 
stock holding and the extent of stock market efficiency would be the possible 
explanations for the different results between Japan and Korea°. 
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Sandhya Ananthanarayanan (2004), in his paper, "Foreign institutional 
Investors and Security Returns: Evidence from Indian Stock Exchanges", held 
that as part of its initiative to liberalize its financial markets, India opened her 
doors to foreign institutional investors in September, 1992. This event represents 
a landmark event since it resulted in effectively globalizing its financial services 
industry. We study the impact of trading of Foreign Institutional Investors on the 
major stock indices of India. Our major findings are as follows. First, we find that 
unexpected flows have a greater impact than expected flows on stock indices. 
Second, we find strong evidence consistent with the base broadening hypothesis. 
Third, we do not detect any evidence regarding momentum or contrarian 
strategies being employed by foreign institutional investors. Fourth, our findings 
support the price pressure hypothesis. Finally, we do not find any substantiation 
to the claim that foreigners destabilize the market1l. 
Raju M.T, Ghosh Anirban (2004), in paper entitled, "Stock Market Volatility - 
An International Comparison", held that volatility estimation is important for 
several reasons and for different people in the market. Pricing of securities is 
supposed to be dependent on volatility of each asset. In this paper we not only 
extend the study period of the earlier paper but also expand coverage in terms of 
number of countries and statistical techniques. Mature markets / Developed 
markets continue to provide over long period of time high return with low 
volatility. Amongst emerging markets except India and China, all other countries 
exhibited low returns (sometimes negative retunis with high volatility). India 
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with long history and China with short history, both provide as high a return as 
the US and the UK market could provide but the volatility in both countries is 
higher. The third and fourth order moments exhibit large asymmetry in some of 
the developed markets. Comparatively, Indian markets show less of skewness 
and Kurtosis. Indian markets have started becoming informationaly more 
efficient. Contrary to the popular perception in the recent past, volatility has not 
gone up. Intraday volatility is also very much under control and has came down 
compared to past years32. 
Singh Shrawan Kumar (2004), in his paper entitled "Foreign portfolio 
investments in India", analysed the policy towards Foreign Institutional 
Investment and briefly highlights the nature of Fits flows, explores some 
determinants of Flt flows and examines the overall experience has been 
stabilizing or destabilizing for the Indian capital market and finds that the, any 
form of foreign investments has become a competitive investment instruments, 
and India was an attractive destination for FIIs. The His flows depend on a 
couple of issues: primarily on global trends and local fundamentals-the 
attractiveness of Indian fundamentals will largely depend on the policy 
measures of the government. As long as the government continues to offer 
higher growth oriented policies for the long term there would be continuation of 
inflows. The author finds the other factor that will play an important role in 
attracting Fits inflow is the continuation of domestic demand. A proactive policy 
that would help achieving this would continue to make the economy attractive. 
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The policy makers ought to appreciate the progressive role of foreign investment 
in the country. Foreign Institutional Investors (FIIs) are adopting a wait and 
watch approach for the Indian market. The growth story in India is a domestic 
one, and not dependent so much on external economies. The currency stability 
will be the biggest positive factor for FDIs and investment by FIIs. Lastly, the 
author suggests that the highly volatile nature of capital flows, especially 
portfolio flows and short-term debt, there is need for efficient management of 
these flows. While managing capital flows, clear distinction should be made 
between debt and non-debt creating flows, private and official flows and short 
term and long-term capital flows`,  
Bose Suchismita, Coondoo Dipankor (2004), in their paper entitled, "The Impact 
of FlI regulations in India-A lime Series Intervention Analysis of Equity flows", 
examined the impact of FIl policy reforms on FII portfolio flows to the Indian 
stock markets. Given the volatile nature of capital flows to emerging markets 
seen in the early 1990s, FIIs investment in India, which began in Jan 1993, called 
for special regulatory attention. This paper tries to assess the impact on FIl flows 
of several policy revisions related to Fll investments during the period Jan 1999 
to Jan 2004. In this paper the author has attempted to estimate the quantitative 
impact of certain regulatory policy decisions relating to Fll investment in India 
using the technique of intervention analysis of time series econometrics and 
examine whether or not these interventions had any significant effect on the 
average level of FII flows, their sensitivity to Indian stock market return and 
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their own inertia. The author finds the result that indicate, in Pre-Asian crisis 
period the introduction of a comprehensive set of regulations relating to FIis in 
the form of SEBI FII Regulations of 1995 introduces a structural break in the time 
series of flows in the form of an upward shift in the average level of FII flows in 
the post regulation period. The results also help to evaluate the impact of 
Liberalizations as well as strengthening of policy framework for FII flows in the 
Post-Asian crisis period and finds that the Liberalizations policies that expanded 
the membership of FlI categories and their scope of investments in the Indian 
market. On the whole author, finds that these policies mostly render FII 
investment more sensitive to domestic market returns and raise the inertia of FII 
flows-}  
Rai Kuiwant , Bhanumurthy N.R. (2004), in paper entitled "Determinants of 
Foreign Institutional Investment in India-The role of return, risk and inflation" 
examined the determinants of Flls in India and huge volume of these flows and 
their impact on the other domestic financial markets and understanding the 
behavior of flows, especially at the time of liberalizing the capital account, with 
the help of monthly data from Jan 1994 to Nov 2002 and examines whether 
return and risk in the stock market and other real factors have any impact on the 
FII inflow into the country . The author also studied the impact of news on the 
FII inflow and has found that FII reacts with greater sensitivity to bad news than 
to good news. The author concludes that India is seriously contemplating 
liberalization of the capital account in the near future, so there is need first and 
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foremost to stabilize movements in the domestic stock markets. This market has 
undergone peaks and troughs since the economic reforms mainly because of 
non-fundamental factors such as speculation, sentiments, manipulation of 
institutions and so on. Without stabilization, there might well be an adverse 
impact of these non-fundamentals factors on FII behavior through its returns in 
the stock market, a development that could affect the real economy in the long 
run. And lastly Author suggests, for the above, it would be necessary for 
regulatory authority to contain incidences of secondary market manipulation, 
which have been rampant during the last decade35  
Kehal H.S. (2004), edited a book entitled, "Foreign Investment in developing 
countries", in his hook he contributed many research papers regarding foreign 
investment of different countries. This hook examines foreign investment in 
developing countries from both a theoretical perspective and a country specific 
perspective. It covers the strategies needed to maximize the benefits that draw 
from the inward investment flow and looks at foreign investment as a vehicle for 
international economic integration and impact of foreign investment on the 
economic development of the host countries in Asia and the other continents. It 
covers foreign investment in the third and fourth largest economies of the world 
China and India in addition to Indonesia, Malaysia and other countries. In this 
hook a chapter namely "Foreign Investment in India: Riding the wave" authored 
by Ashima Goval examines the trends in different categories of foreign 
investment after entry into India was liberalized in the 1990s and analytical 
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issues pertaining to foreign portfolio investment (FPI) and FDI are taken up and 
policy resolution suggested. And lastly the author considered future trends and 
finally some implications of new technology and social innovations are drawn 
out. The author also gives a conclusion like competitive exchange rate and low 
interest rate and an appreciating currency in the face of foreign inflows' 
Chopra Chanchal (2003), in her book entitled "Foreign Investment in India-
Liberalization and WTO-The emerging scenario", described concept, meaning 
and principles of foreign investment especially in the Indian context. The author 
focused the need and importance of foreign capital inflows in India. The author 
suggests that in a world of intensifying competition and technological change, 
the complementary and catalytic role of foreign capital is very valuable for India. 
This book presents an emerging scenario in India with regard to different types 
of foreign capital inflows. It examines the trends and patterns of foreign 
investment in India in the pre and post liberalization periods vis-a-vis the major 
policy changes during these periods. It estimates the dependence of Indian 
corporate sector on the foreign sources and analysis in detail the performance of 
Indian subsidiaries of foreign companies operating in India. The author outlines 
the possible implications for policies while identifying the factor which influence 
the foreign capital inflows in India. The author also suggests a strategy to be 
followed while analyzing the impact of emerging WTO regime on the inflow of 
foreign investment in India. The author in his book give special attention on the 
silent features of policy followed by the Government of India as updated up to 
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Oct 2002 with regard to foreign investment. It also portrays the pattern in the FDI 
and portfolio flows by the country sources, industrial sector and major recipient 
states of India. It analyses the extent and pattern of dependence of Indian 
corporate sector on the foreign sources. The author also highlights a study of the 
subsidiaries of foreign companies operating in India. The impact analysis 
highlights the impact of FIl investment on stock market development in India 
and points out the factors affecting portfolio inflows and policy reforms to attract 
more foreign investments and suggests a strategy to be followed by the 
Government of India in the post Doha Ministerial Meeting period' 
Sivakurnar S. (2003), in his article entitled," FIIs: Bane or boon?", has analyzed 
the net flows of foreign institutional investment over the years, it also briefly 
analyses the nature of FII flows based on research, explores some determinants 
of FII flows and examines if the overall experience has been stabilizing or 
destabilizing for the Indian capital market-m. 
Chopra Chanchal (2003), in her paper entitled "Foreign Institutional Investors 
and the stock market development", observed that the catalyst for the 
development of the domestic market is also from the FIIs. This competition 
necessitates the importance of most sophisticated financial technology, 
adaptation of technology to local environment and greater investment in 
information processing and financial services. The rise in inflow FlIs may result 
in inflationary pressure due to rapid expansion of money and credit appreciation 
in real effective exchange rate. FIIs take into account some specific risks in 
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emerging markets such as political instability and economic mismanagement, 
liquidity risk and currency movement. Thus portfolio flows of FIIs are inherently 
unstable and may increase volatility of the equity market. They are speculative 
and may respond adversely to the stability either in real economy or in financial 
variables. The author also observe that speculative investments are easy for 
foreigners than for Indian because the taxes on capital gains are at lower level for 
foreign investors than for resident Indians. The foreign investors also get away 
without paying any taxes at all simply by routing transactions through countries 
exempted from paving; taxes based on double taxation treaties between two 
countries (for example, Mauritius and India). Lastly the author suggested that 
the government would have to faster to improve the functioning of stock 
markets and the regulatory system, which can curb undesirable speculation and 
ensure an ordering functioning of the market during the crisis situation. It is very 
necessary that we take steps to ensure that our entire financial system does not 
get affected to a large extent with the investments of FIIs39 
Trivedi Pushpa. and Nair, Abhilash (2003), in their paper entitled, 
"Determinants of FII investment inflow in India" , investigated the factor that 
determine the flow of FIIs funds to India, the nature and direction of causality 
between returns on Indian share markets and FIl investment inflows, whether 
FIIs cause the volatility in the Indian share markets or the volatility in the Indian 
share market causes the FII investment inflow and existence or lack thereof of the 
informational disadvantages of FIIs and finds that the relationship between the 
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FII investment and the economic development still remains highly debatable. 
The spur in IPOs due to increased interest amongst investors, which is expected 
to reduce cost of capital, is yet to he witnessed in India. Hence, it can be said that 
although FIIs have been net investors in the Indian capital markets (in all the 
year except 1998), they have not increased the risk-sharing ability of the market. 
The author also found that the both returns on S&P 500 and on MSCI world 
index do not significantly explain FIl inflow to India, which seems to be a pointer 
to the absence of informational disadvantage to FIIs. Lastly, author concludes 
that, variance of the Indian markets does not emerge as a decisive factor in 
explaining FIIs inflows to the Indian share markets. This phenomenon may be 
attributed to a change in the attitude of Flls as a result of Asian crisis. They do 
not seem to look at Indian markets as an avenue to diversify their portfolio risk. 
Such behavior on the part of FIIs is also suggested by the lack of significance of 
the beta of Indian share markets in driving the FII investment inflows to the 
Indian markets{° 
Batra Amit (2003), in his paper entitled, "The Dynamics of Foreign Portfolio 
Inflows and Equity Returns in India", made an attempt to develop an 
understanding of the dynamics of the trading behavior of His and returns in the 
Indian equity market of analyzing daily and monthly data. Daily and monthly 
data has been analyzed to explore the trading behavior of Flls and the impact of 
their trading biases upon stock market stability. The author found that there is 
strong evidence that FIIs have been positive feedback investors and trend chasers 
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at the aggregate level on a daily basis. However, there is no evidence of positive 
feedback trading on a monthly basis. There are almost no joint dynamics 
between long horizon returns and net equity purchases. The result also indicates 
that foreign investors have a tendency to herd on the Indian equity market even 
though they all may not do it on the same day. In times of pressure in the stock 
market on account of a financial crisis in the region there is excessive sell side 
herding on the average and on either side of the market during a crisis may be 
lower than that in the immediately preceding period. On investing the impact of 
trading imbalances across days, the author does not find any significant evidence 
that would make it possible to attribute equity market instability to FlIs41  
Khan Amanor Rehman. (2003), in his dissertation titled " The Securities Board of 
India-An evaluation of performance", highlighted that with the starting of the 
functioning of the SEBI, lot of changes in the form of reforms have been done in 
the primary as well as secondary market. His study concludes that the present 
condition of the capital market is the result of the positive action of the SEBI42 
Ahmad Rafai. (2003), in his dissertation titled "Organization and working of 
Securities Exchange Board of India in recent year", stressed that the capital 
market is in the global picture. It has been doing quite well due to efforts made 
by SEBI in last few years like introduction of depository system has really 
changed the pattern and way of working43  
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Stanley Morgan. (2002), in his paper entitled," FII's influence on Stock Market", 
has examined that Flls have played a very important role in building up India's 
forex reserves, which have enabled a host of economic reforms. Secondly, Flls are 
now important investors in the country's economic growth despite sluggish 
domestic sentiment. The Morgan Stanley report notes that Fll strongly influence 
short-term market movements during bear markets. However, the correlation 
between returns and flows reduces during bull markets as other market 
participants raise their involvement reducing the influence of FIIs. Research 
carried out by Morgan Stanley shows that the correlation between foreign 
inflows and market returns is high during bear and weakens with strengthening 
equity prices due to increased participation by other players44 
Mukherjee Paramita, Bose Suchismita and Coondoo Dipankor. (2002) in paper 
entitled,"Foreign Institutional Investment in the Indian Equity Market- An 
analysis of Daily flows during Jan 1999-May 2002", explored the relationships of 
foreign institutional investment (FII) flows to the Indian equity market with its 
possible covariates based on a daily data-set for the period Jan 1999 to May 2002. 
The set of possible covariate considered comprises two types of variables. The 
first type includes variables reflecting daily market return and its volatility in 
domestic and international equity markets as well as measures of co-movement 
of return in these markets (viz, relevant betas). The second type of variables, on 
the other hand, are essentially macroeconomic ones like exchange rate, short 
term interest rate and index of industrial production - viz, variables that are 
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likely affect foreign investors expectation about return in India equity market 
and found the results that shows (a) FII flows to and from the Indian market tend 
to be caused by return in the domestic equity market and not the other way 
around (b) return in the Indian equity market is included an important factor 
that influence FII flows in to the country (c) while FII sale and FII net inflow are 
significantly affected by the performance of the Indian equity market. FII 
purchase is not responsible to this market performance (d) FII investors do not 
seem to use Indian equity market for the purpose of diversification of their 
investments (e) return from exchange rate variation and fundamentals of the 
Indian economy may have influence on Fil decisions, but such influence does not 
seem to be strong and finally (f) daily FII flows are highly auto-correlated and 
this auto-correlation could not be accounted for by the all or some of the 
covariates considered in this study43  
Richard A. Ajayi and M. bodja Mougou. (2001), in paper entitled, "On the 
dynamic relation between stock prices and exchange rates", have studied recent 
advances in the time-series analysis to examine the inter-temporal relation 
between stock indices and exchange rates for a sample of eight advanced 
economies. An error correction model (ECM) of two variables employed to 
simultaneously estimate short-run and long-run dynamics of variables. The ECM 
result revealed significant short-run and long-run relationship between two 
financial markets. Specifically, the results show that increase in aggregate stock 
prices has negative short-run effect on domestic currency value. In the long-run, 
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however, stock prices have positive effect on domestic currency value. On the 
other hand currency depreciation has negative short-run and long-run effects on 
stork market16. 
Pasricha J.S. & Singh Umesh C. (2001), in paper entitled "Foreign Institutional 
Investors and Stock market volatility", analysed the impact of Fli's investment 
on Indian capital market and study the relationships of investment behaviour of 
FR with the two major stock market indices, that is BSE SENSEX and NSE S&P 
NIFTY on month to month basis over the period Apr 1998 to Mar 2000 and found 
the high positive value of co-efficient correlation between cumulative investment 
and BSE SENSEX and cumulative investment and NSE NIFTY. These explain the 
existence of highly positive correlation of Flrs and stock market index movement. 
However, it will also be pertinent to note that the entire volatility in stock market 
is not due to investment behavior of FIIs. According to author, there are few 
other factors which also add the volatility in stock market. I lowever, the effect of 
all of these together is quite lesser than that of FlIs investment pattern. Hence, 
His seem to have emerged as the market movers. The author also observed that 
the Flls have become the integral part of the Indian capital market and it has 
been observed that companies that have been generally preferred by His are 
those that are professionally managed on focus on creating wealth for 
shareholders. Flls have also played a catalytic role in nurturing nascent venture 
capital culture in India and also contributed their bit to the development of 
Indian capital market. Lastly, the author concludes that FIIs emerged as market 
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mover and also contribute towards making Indian markets modern comparable 
with the international standards. This has brought transparency in the market 
operations and simplified procedures}? 
Chakrabarti, Rajesh (2001), in his paper entitled, "FII flows in India: Nature and 
Causes", investigated the nature and factors which affects the FII investments in 
India. This paper provides a preliminary analysis of FII flows to India and their 
relationship with returns in the Indian stock market. A more detailed study 
using daily data for a long enough period or better still, disaggregated data 
showing the transactions of individual FIIs can help address questions regarding 
the extent of herding or return chasing behavior among FIIs, indicators that can 
help us estimate the probability of sudden Mexico type reversals of these FII 
flows which now account for a significant part of the capital account balance in 
our balance of payments. The author suggests that the extent to which FII 
participate in Indian markets has helped lower cost of capital to Indian industries 
is also an important issue to address. The author also analyze that the weakness 
of the evidence of causality from flows to return contradicts the view that the HIS 
determine market returns in general though 'herding' effects particularly with 
domestic speculators imitating Fll moves may well be present in cases of 
individual stocks. Particularly since the Asian crisis which seems to have brought 
about a regime shift in the relation between Fll flows and stock market returns. 
The direction of causation seems to be running from the return to the flows. The 
relative stability in the exchange rate of the Indian rupee in the Post-Asian crisis 
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era seems to have out weighted fluctuations in the country's credit rating among 
foreign portfolio investors. Lastly, the author suggests that the detailed 
understanding of the nature and determinants of Fil flows to India in a more 
informed manner, allow us to better evaluate the risk and benefits of foreign 
portfolio investments in India}e 
Michael Mosebach and Mohammad Najand (2000), in paper entitled "Are the 
structural changes in MF investing, driving the US stock markets to its current 
levels" examined the long run equilibrium relation between the net flow of funds 
into equity MF and the S&P 500 index. Applying the Engel and Granger 
correction methodology followed by a state space procedure, we find that the 
levels of the stock market are influenced by the net flow of funds into equity 
MFs. Their findings indicate that the US equity market appears to be rationally 
adjusting to a structural change in the behavior of the US investing public;9. 
Md. Faiz Alam (2000), in his dissertation titled "SEBI and management of Indian 
capital market", suggested that the SEBI is responsible for the entire major 
changes in the capital market of India. The main emphasis has been given on the 
protection of the fund of the investors and to check the frauds and unfair 
activities50. 
Rao Chalapati K.S., Murthy M.R., & Ranganathan K.V.K. (1999), in their paper 
entitled," Foreign Institutional Investment and the Indian stock market", 
assessed the importance of foreign portfolio investments in India relative to other 
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major forms and to study the relationship between foreign portfolio investments 
and trends in the Indian stock market. The author addresses that the foreign 
private capital flows in the form of portfolio investments; developing countries 
have been advised to develop their stock markets. It was suggested these 
investment would help the stock markets directly through widening investor 
base and indirectly by compelling local authorities to improve the trading 
system. While the volatility associated with portfolio capital flows is well known, 
there is also a concern that foreign institutional investors might introduce 
distortions in the host country markets due to the pressure on them to secure 
capital gains. Towards the end of 1992, the Government of India allowed FIIs to 
buy and sell securities directly on the country's stock markets, primarily to 
attract foreign capital, concessional rates of tax on capital gains and to some 
extent the limits on the extent of foreign equity were expected to reduce the 
volatility and possibility to protect managements from hostile takeovers, but the 
author finds that the attracting foreign capital, the initial expectations have not 
been reached. Investment by FIIs directly in the Indian stock market did not 
bring significantly large amount compared to the GDR issues. Unlike FII 
investments, have the additional advantage of being project specific and thus can 
contribute directly to the productive investments. FII investments seem to have 
influenced the Indian stock market to a considerable extents' 
Aqeel-Ur-Rehman (1999), in his dissertation titled "The role of SEBI in Indian 
Capital Market", revealed that the SEBI is responsible for the entire development 
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in the capital market. It has introduced lot of new thing which are being 
experienced in the developed capital markets'-. 
Pal Parthapratim (1998), in his paper entitled, "Foreign Portfolio Investment in 
Indian Equity ;Markets-Has the Economy Benefited", analyzed the mainstream 
argument that the entry foreign portfolio investors will boost a country's stock 
market and economy does not seem he working, in India. The influx of FIIs failed 
to invigorate the Indian stock market. The supposed lineage effects have not 
worked in the way the mainstream model predicted. Instead there has been an 
increased uncertainty and skepticism about the stock market in India. The 
findings of the study do not support the view that influx of FPI leads to economic 
development. According to author, one of the main reasons behind deleterious 
role of stock markets emerges due to the dilemma posed by modern capital 
markets. Modern capital markets try to reconcile the social need for investment 
with the preference of individual investors for risk, return and liquidity. In this 
process, secondary market opens up prospects for speculation. Speculation leads 
to a situation where the players indulge in out guessing the market in foreseeing 
changes in short term financial ratio. This turns the secondary market in some 
kind of casino where people speculate on other people's speculation. This 
seriously hinders long-term investment and thereby affects economic growth. 
Lastly, author concludes that instead of lifting the level of domestic savings and 
investment, financial liberalization in general has rather increased financial 
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instability. Financial activities have increased financial deepening but without 
benefiting industry and commerce'; 
Samal Kishore C (1997), in his paper entitled, "Emerging equity market in India-
Role of Foreign Institutional Investors", observed that in developing countries 
like India, there has been increased liberalization of domestic financial and 
capital markets and an opening up of the market to foreign institutional 
investors. The main emerging feature of India's equity market is its gradual 
integration with the global market and its consequences problem due to the hot 
money movement by foreign institutional investors (FIIs). Therefore, policy 
measures to develop equity market should aim to encourage small domestic 
investors to participate in it and counter the tendency of FIIs to destabilize the 
emerging equity market. The author also suggest that any policy measure to 
develop equity market should be encourage small domestic investors, who have 
deserted the market to participate (by directing their savings) in the equity 
market particularly in the primary market which is also dependent on the 
secondary market, instead of attracting the portfolio investments of FIIs who 
have potential to destabilize the emerging equity market and to drain the surplus 
form it by manipulating the equity market with their vast resources5  
Ilangovan Prof. D. and Mr. Tamilselvan M (1997), in paper entitled, "Extra 
Mileage In Foreign Investment in Resurging India", held that steps are taken to 
gain extra mileage as regards the level of foreign investment receipts is 
concerned. Foreign direct investment is proven to have well-known positive 
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effect through technology spillovers and stable investments tied to plant and 
equipment, but portfolio capital is associated more closely with volatility and its 
capacity to be triggered by domestic as well as exogenous factors, making it 
extremely difficult to manage and control55  
Arshanapalli Bala and Kulkarni Mukund S. (1997), in paper entitled, "Impact of 
U.S. stock market on Indian stock markets", has examined the nature and extent 
of linkage between the U.S. and the Indian stock markets. The study uses the 
theory of co-integration to study interdependence between the BSE, NYSE and 
NASDAQ. The sample data consisted of daily closing prices for the three indices 
from January 1991 to December 1998 with 2338 observations. The results were in 
support of the intuitive hypothesis that the Indian stock market was not 
interrelated to the US stock markets for the entire sample period. It should be 
noted that stock markets of many countries became increasingly interdependent 
with the US stock markets during the same time period. India was late in 
effecting the liberalization policy and when it implanted these policies it did so 
in a careful and slow manner. However, as the effect of economic liberalizations 
started to take place, the BSE became more integrated with the NASDAQ and the 
NYSE, particularly after 1998. It must he noted that though BSE stock market is 
ntegrated with US stock markets, it does not influence the NASDAQ and NYSE 
narkets. 
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Richard W.Sias (1996), in his paper entitled," Price pressure and the role of 
substitutional investors in closed-end funds", has found that it trader-intensified 
transactions database is employed to investigate: (1) the relation between order-
flow imbalance closed-end funds share prices and discounts (2) the role of 
institutional investors in closed-end funds. Empirical results are consistent with 
the hypothesis that buyers (sellers) of closed-end funds face upward 
(downward) sloping supply (demand) curves. The results also demonstrate that 
ownership statistics fail to accurately reflect institutional investors' importance in 
closed-end funds market. The results failed to provide the evidence that 
institutional investors offset the position of individual investors or that 
institutional investor's face systematic "noise trader risk"57. 
Gupta L.C. (1992), in his book "Stock Exchange Trading in India: Agenda for 
Reform", concludes that a) Indian stock market is highly speculative; b) Indian 
investors are dissatisfied with service provided to them by the brokers; c) 
margins levied by the stock exchanges are inadequate and d) liquidity in large 
number of stocks in the Indian market is very low. While evidently a painstaking 
work, the conclusions except 'c' above seem to be built on wrong or questionable 
arguments. 
Pandya (1992), in his book "Securities and Exchange Board of India: Its Role, 
Powers, Functions and Activities", observes that as a regulatory and 
development body SEBI's effort in the direction of investors protection are varied 
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and unlimited. The measures brought in by SEBI broadly cover measures for 
allocative efficiency in the primary market with fair degree of transparency, 
reforms in the secondary market for visible and mutual funds, regulation of 
various market intermediaries and above all for the protection of the investing 
publics`'. 
Venkateshwar (1991), in his book, "The Relationship of Indian Stock Market to 
other Stock Markets", explores the relationships of the Indian stock market as 
reflected by Bombay Stock Exchange index vis-à-vis other prominent 
international stock market. 23 international stocks indices are used over the 
period 1983-87. He concludes that there is particularly n meaningful relationship 
between the SSE index and other international stock market indices, though the 
British and South Korean indices are inversely related to BSE«1. 
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1.4 Research gap 
After going through the various books, articles, journals, magazines, 
project reports, annual reports and Ph.D theses related to the influence of Flls on 
Indian Stock Market, I came to the conclusion that there are major and minor 
issues related to the foreign institutional investors in relation to the Indian stock 
market. These are related with the operating efficiency, total turnover, market 
capitalization etc. 
A lot of work has been done by the government to attract more foreign 
institutional investors towards Indian stock market. Numbers of committees are 
suggested for restructuring of Indian stock market. Since the composition 
dominance and role of foreign institutional investors in Indian stock market play 
important role for boosting the Indian Stock market. After carrying out review 
literature now I realize that the foreign institutional investors and their impact on 
Indian stock market is significance. But to know the real picture of foreign 
institutional investors on Indian stock market since 2000 is still un-cleared. That's 
why I proposed research work to check the "Impact of foreign institutional 
investors (FIIs) on Indian stock market since 2000." 
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1.5 Objectives of the Study: 
1. To analyze the impact of Foreign Institutional Investors on Indian stock market 
since 2000. 
2. To study the structure and functioning of FIIs since 2000 in the Indian stock 
market. 
3. To study the role of Foreign Institutional Investors in the growth and 
development of Indian stock market since 2000. 
4. To study the role of Fils in the volatility of Indian stock market. 
5. To verify the impact of FII's in the equity and debt market of Indian stock 
market. 
6. To examine the relationship between the FIIs equity investment pattern and 
Indian stock indices (BSE and NSE). 
7. To identify the future prospects of FII's in Indian stock market and suggesting 
the ways and means to explore the new arising opportunities. 
1.6 Hypotheses of the study 
HO- There is no significant impact of Flls investment on Indian stock market. 
H1- 	There is a significant impact of Flls investment on Indian stock market. 
HO- 	There is no significant impact of FIIs investment on the volatility in the 
Indian stock market. 
H1- 	There is a significant impact of FIIs investment on the volatility in the 
Indian stock market. 
43 
Chapter- I introductory Background and Framework of the Study 
HO- 	There is no significant impact of Firs in the development of Indian stock 
market. 
H1- There is a significant impact of Flls in the development of Indian Stock 
market. 
HO- 	There is no significant difference in the investment by FIIs in Indian debt 
and equity market. 
H1- There is a significant difference in the investment by FIts in Indian debt 
and equity market 
1.7 Methodology 
With a view to achieve the objective of the present study, the primary and 
secondary source of information has been utilized. 
1. The history, evolution, components and performance etc. of foreign institutional 
investors and Indian stock market have been examined on the basis of secondary 
data like periodicals, magazines text books, journals report, office records of 
various organizations like SEBI, RBI and ministry of finance and difference 
websites containing information of Indian stock market, FIls. Thus most of the 
research work has done on the secondan, data. 
2. The actual impact of the Fits on the Indian stock market has been examined by 
the investment of the FIIs and the various functionaries in the system in regard to 
the volatility, ups and down and efficiency of the stock market. For this purpose, 
discussions and interviews were conducted with a large number of official and 
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experts who are associated with the Foreign Institutional Investors and Indian 
stock market operation like investors, speculators, arbitragers and brokers. 
1.8 Significances/Need of the Study 
The present study aims to analyze the overall impact of foreign 
institutional investors on Indian stock market since 2000. Since the Indian stock 
market is a broad market and on the basis of research gap a confined area has 
been studied. This study will help the researchers, corporations, investors, 
Research institutions and other entities which are involve directly or indirectly 
with the Indian stock market operation to understand the following things which 
have emerged as a matter of this research. 
1. The investment pattern of foreign institutional investors (FIIs) who are 
dominating and controlling the Indian stock market has been analyzed. 
2. This will help the retail investors to formulate their strategies to get the best 
return from the stock market. 
3. The volatility as a result of foreign institutional investment has also been 
analyzed to help the domestic institutional and retail investors to understand the 
impact of FII's investment on the Indian stock market. 
4. The study will help the related authorities of the Indian stock market to bring 
further changes in rules and regulation to protect the large interest of the small 
investors. 
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1.9 Statistical Tools 
The present research is to examine the impact of the FIIs on Indian stock 
market. For testing the hypotheses, the statistical tools including Karl Pearson's 
Coefficient of Correlation, Multiple Linear Regression Model and t-test have 
been used. The impact of His on the BSE-Sensex and NSE-Nifty is evaluated by 
using linear regression model, whereas the impact of FIIs in the development of 
Indian stock market has been examined by using the Karl Pearson's Coefficient 
of Correlation. To measure the difference in respect to FIIs investment in equity 
and debt in Indian stock market, independent sample t-test is used by comparing 
the mean return of debt and equity investment in the Indian stock market. 
1.10 Limitations of the Study: 
1. It has not been possible to obtain current data/information from the officials in 
view of secrecy. 
2. The study also based on secondary data and there is no adequate measure to 
judge their reliability. 
1.11 Schemes of chapters: 
After taking objectives and hypotheses into consideration, the researcher has 
divided this study into following five systematic and logical chapters: 
1. Introductory Background and Framework of the study including statement of 
problem, objective of the study, hypothesis of the study, review of literature 
and the methodology adopted 
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2. Indian Stock market: An overview 
3. Foreign Institutional Investors in Indian stock market Since 2000 
4. FIIs operations in Indian Stock Market and testing of hypothesis. 
5. Conclusion, Findings and Suggestions. 
1.12 Conclusion 
This chapter has dealt with the comprehensive review of literature, 
research gap, and objectives of the study, need and scope of the study. The 
chapter also contains the hypotheses and the statistical tools for analysis and 
interpretations. Limitations of the study have also been mentioned. The 
succeeding chapter would cover the historical review of Indian Stock Market 
along with the introduction of the Securities and Exchange Board of India (SEBI). 
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2.1 Introduction 
The previous chapter was devoted to the comprehensive review of 
literature, research gap, and objectives of study and scope of the study. The 
chapter also contains the hypotheses and the statistical tools for analysis and 
interpretations. Limitations of the study have also been mentioned. The present 
chapter would cover the historical review of Indian Stock Market along with the 
introduction of the Securities and Exchange Board of India (SEBI). 
Markets exist to facilitate the purchase and sale of goods and services. The 
financial market exists to facilitate sale and purchase of financial instruments and 
comprises of two major markets, namely the capital market and the money 
market. The distinction between capital market and money market is that capital 
market mainly deals in medium and long-term investments (maturity more than 
a year) while the money market deals in short term investments (maturity up to a 
year). 
The stock market plays a key role in financial development and 
liberalization process in developing economies. A well developed stock market is 
expected to perform disciplinary allocative and investors protection functions 
effectively and efficiently. This will lead to effective channelization of foreign as 
well as domestic capital flow for corporate growth. In India over the last decade 
and half, in consonance with the restructuring of international financial market, 
major organizational changes have taken place like, liberalization of the 
economy, the integration of capital markets, the increasing dominance of 
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institutional investors, the emergence and development of new financial 
techniques and instruments and the growth of emerging markets'. 
Stock market being the most important segments of the financial market plays a 
significant role in providing finance to the government and corporate sectors. 
Generally, units which save and invest are different and the stock market 
provides a bridge by which savings of the surplus units are transmitted into long 
term investment by the deficit units. It brings together the savers and borrowers 
by selling securities to the savers and lending the funds in return of securities to 
borrowers. 
H.T.Parikh described stock market as "By stock market I mean the market for all 
the financial instruments, short term and long term as also commercial, 
industrial and government paper." 
Gold Smith defines "the stock market of a modem economy has two basic 
functions; first the allocation of savings among users and investments; second the 
facilitation of the transfer of the existing assets, tangible and intangible among 
individual economic units." 
Grant also defines stock market in a broad sense as "a series of channels through 
which the savings of the community are made available for industrial and 
commercial enterprises and for public authorities. It embraces not only the 
system by which the public takes up long term securities directly or through 
intermediary but also the elaborate network of institutions responsible for short 
term and medium term lending." 
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From the above definitions, it can be concluded that the stock market is 
the market for long term funds. The stock market provides long term debt and 
equity finance for the government and the corporate sector. By making long term 
investment liquid, the stock market mediates between the conflicting maturities 
preferences of lenders and borrowers. The stock market also facilitates the 
dispersion of business ownership and reallocation of financial resources among 
corporate and industries. 
2.2 Capital Market Mechanism 
Capital market can be divided into two segments viz. primary and 
secondary. The primary market is mainly used by issuers for raising fresh capital 
from the investors by making initial public offers or rights issues or offers for sale 
of equity or debt. The secondary market provides liquidity to these instruments, 
through trading and settlement on the stock exchanges. 
Capital market is, thus, important for raising funds for capital formation and 
investments and forms a very vital link for economic development of any 
country. The capital market provides a means for issuers to raise capital from 
investors (who have surplus money available from saving for investment). Thus, 
the savings normally flow from household sector to business or Government 
sector, which normally invest more than they save. A vibrant and efficient 
capital market is the most important parameter for evaluating health of any 
economy2. 
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2.3 Capital Market Instruments 
A capital market is a market for securities (debt or equity), where business 
enterprises and government can raise long-term funds. It is defined as a market 
in which money is provided for periods longer than a year, as the raising of 
short-term funds takes place on other markets (e.g., the money market). The 
capital market is characterized by a large variety of financial instruments: equity 
and preference shares, fully convertible debentures (FCDs), non-convertible 
debentures (NCDs) and partly convertible debentures (PCDs) currently 
dominate the capital market, however new instruments are being introduced 
such as debentures bundled with warrants, participating preference shares, zero-
coupon bonds, secured premium notes, etc. 
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1.3.1 Secured Premium Notes 
SPN is a secured debenture redeemable at premium issued along with a 
detachable warrant, redeemable after a notice period, say four to seven years. 
The warrants attached to SPN gives the holder the right to apply and get allotted 
equity shares; provided the SPN is fully paid. There is a lock-in period for SPN 
during which no interest will be paid for an invested amount. The SPN holder 
has an option to sell back the SPN to the company at par value after the lock in 
period. If the holder exercises this option, no interest/ premium will be paid on 
redemption. In case the SPN holder holds it further, the holder will be repaid the 
principal amount along with the additional amount of interest/ premium on 
redemption in installments as decided by the company. The conversion of 
detachable warrants into equity shares will have to be done within the time limit 
notified by the company. Ex-TISCO issued warrants for the first time in India in 
the year 1992 to raise 1212 cror&. 
1.3.2 Deep Discount Bonds 
The bonds which are sold at a significant discount from par value and have 
no coupon rate or lower coupon rate than the prevailing rates of fixed-income 
securities with a similar risk profile. They are designed to meet the long term 
funds requirements of the issuer and investors who are not looking for 
immediate return and can be sold with a long maturity of 25-30 years at a deep 
discount on the face value of debentures. Ex-IDBI deep discount bonds for Rs 1 
lakh repayable after 25 years were sold at a discount price of Rs. 2700. 
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1.3.3 Equity Shares with Detachable Warrants 
A warrant is a security issued by company entitling the holder to buy a given 
number of shares of stock at a stipulated price during a specified period. These 
warrants are separately registered with the stock exchanges and traded 
separately. Warrants are frequently attached to bonds or preferred stock as a 
sweetener, allowing the issuer to pay lower interest rates or dividends. Ex-Essar 
Gujarat, Ranbaxy, Reliance issue this type of instruments. 
1.3.4 Fully Convertible Debentures With Interest 
This is a debt instrument that is fully converted over a specified period into 
equity shares. The conversion can be in one or several phases. When the 
instrument is a pure debt instrument, interest is paid to the investor. After 
conversion, interest payments cease on the portion that is converted. If project 
finance is raised through an FCD issue, the investor can earn interest even when 
the project is under implementation. Once the project is operational, the investor 
can participate in the profits through share price appreciation and dividend 
pa\'ments6. 
1.3.5 Fully Convertible Cumulative Preference Shares 
This instrument is divided into 2 parts namely Part A & Part B. Part A is 
convertible into equity shares automatically /compulsorily on date of allotment 
without any application by the allottee. Part B is redeemed at par or converted 
into equity after a lock in period at the option of the investor, at a price 30% 
lower than the average market price'. 
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1.3.6 Sweat Equity Shares 
The phrase 'sweat equity' refers to equity shares given to the company's 
employees on favorable terms, in recognition of their work. Sweat equity usually 
takes the form of giving options to employees to buy shares of the company, so 
they become part owners and participate in the profits, apart from earning 
salary. This gives a boost to the sentiments of employees and motivates them to 
work harder towards the goals of the company. The Companies Act defines 
sweat equity shares' as equity shares issued by the company to employees or 
directors at a discount or for consideration other than cash for providing 
knowhow or making available rights in the nature of intellectual property rights 
or value additions, by whatever name calledn. 
1.3.7 Tracking Stocks 
A tracking stock is a security issued by a parent company to track the results 
of one of its subsidiaries or lines of business; without having claim on the assets 
of the division or the parent company. It is also known as "designer stock". When 
a parent company issues a tracking stock, all revenues and expenses of the 
applicable division are separated from the parent company's financial statements 
and hound to the tracking stock. Oftentimes, this is done to separate a 
subsidiary's high-growth division from a larger parent company that is 
presenting losses. The parent company and its shareholders, however, still 
control the operations of the subsidiary9. 
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1.3$ Disaster Bonds 
Also known as Catastrophe or CAT Bonds, Disaster Bond is a high-yield debt 
instrument that is usually insurance linked and meant to raise money in case of a 
catastrophe. It has a special condition that states that if the issuer (insurance or 
Reinsurance Company) suffers a loss from a particular pre-defined catastrophe, 
then the issuer's obligation to pay interest and/or repay the principal is either 
deferred or completely forgivenlo. 
1.3.9 Mortgage Backed Securities (MBS) 
MBS is a type of asset-backed security, basically a debt obligation that 
represents a claim on the cash flows from mortgage loans, most commonly on 
residential property. Mortgage backed securities represent claims and derive 
their ultimate values from the principal and payments on the loans in the pool. 
These payments can be further broken down into different classes of securities, 
depending on the riskiness of different mortgages as they are classified under the 
M BS. 
• Mortgage originators to refill their investments 
• New instruments to collect funds from the market, very economic and 
more effective 
• Conversion of assets into funds 
• Financial companies save on the costs of maintenance of the assets and 
other costs related to assets, reducing overheads and increasing profit 
ratio. 
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• Kinds of Mortgage Backed Securities: 
• Commercial mortgage backed securities: backed by mortgages on 
commercial property Collateralized mortgage obligation: a more complex 
MBS in which the mortgages are ordered into tranches by some quality 
(such as repayment time), with each tranche sold as a separate security 
Stripped mortgage backed securities: Each mortgage payment is partly 
used to pay down the loan's principal and partly used to pay the interest 
on it 
• Residential mortgage backed securities: backed by mortgages on 
residential property". 
1.3.10 Global Depository Receipts/ American Depository Receipts 
A negotiable certificate held in the bank of one country (depository) 
representing a specific number of shares of a stock traded on an exchange of 
another country. GDR facilitate trade of shares, and are commonly used to 
invest in companies from developing or emerging markets. GDR prices are 
often close to values of related shares, but they are traded and settled 
independently of the underlying share. Listing on a foreign stock exchange 
requires compliance with the policies of those stock exchanges. Many times, 
the policies of the foreign exchanges are much more stringent than the 
policies of domestic stock exchange. However a company may get Listed on 
these stock exchanges indirectly - using ADRs and GDRs. If the depository 
receipt is traded in the United States of America (USA), it is called an 
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American Depositors' Receipt, or an ADR. If the depository receipt is traded 
in a country other than USA, it is called a Global Depository Receipt, or a 
GDR. But the ADRs and GDRs are an excellent means of investment for NRIs 
and foreign nationals wanting to invest in India. By buying these, they can 
invest directly in Indian companies without going through the hassle of 
understanding the rules and working of the Indian financial market - since 
ADRs and GDRs are traded like any other stock, NRIs and foreigners can buy 
these using their regular equity trading accounts12 e.g. HDFC Bank, ICICI 
Bank, Infosys have issued both ADR and GDR. 
1.3.11 Foreign Currency Convertible Bonds (FCCBs) 
A convertible bond is a mix between a debt and equity instrument. It is a 
bond having regular coupon and principal payments, but these bonds also 
give the bondholder the option to convert the bond into stock. FCCB is issued 
in a currency different than the issuer's domestic currency. The investors 
receive the safety of guaranteed payments on the bond and are also able to 
take advantage of any large price appreciation in the company's stock. Due to 
the equity side of the bond, which adds value, the coupon payments on the 
bond are lower for the company, thereby reducing its debt-financing costs. 
Advantages of FCCBs 
• Some companies, banks, governments, and other sovereign entities may 
decide to issue bonds in foreign currencies because, as it may appear to be 
more stable and predictable than their domestic currency 
Chapter 2- Indian Stock Market-An overview 
• Gives issuers the ability to access investment capital available in foreign 
markets 
• Companies can use the process to break into foreign markets 
• The bond acts like both a debt and equity instrument. Like bonds it makes 
regular coupon and principal payments, but these bonds also give the 
bondholder the option to convert the bond into stock 
• It is a low cost debt as the interest rates given to FCC Bonds are normally 
30-50 percent lower than the market rate because of its equity component 
• Conversion of bonds into stocks takes place at a premium price to market 
price. Conversion price is fixed when the bond is issued. So, lower 
dilution of the company stocks. 
Advantages to Investors 
• Safety of guaranteed payments on the bond 
• Can take advantage of any large price appreciation in the company's stock 
• Redeemable at maturity if not converted 
• Easily marketable as investors enjoys option of conversion in to equity if 
resulting to capital appreciation 
Disadvantages 
• Exchange risk is more in FCCBs as interest on bond would he payable in 
foreign currency. Thus companies with low debt equity ratios, large forex 
earnings potential only opted for FCCBs 
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• FCCBs means creation of more debt and a FOREX outgo in terms of 
interest which is in foreign exchange 
• In case of convertible bond the interest rate is low (around 3 to 4%) but 
there is exchange risk on interest as well as principal if the bonds are not 
converted in to equity. If the stock price plummets, investors will not go 
for conversion but redemption. So, companies have to refinance to fulfill 
the redemption promise which can hit earnings 
• It remains a debt in the balance sheet until conversion13. 
1.3.12 Derivative 
A derivative is a financial instrument whose characteristics and value 
depend upon the characteristics and value of some underlying asset 
typically commodity, bond, equity, currency, index, event etc. Advanced 
investors sometimes purchase or sell derivatives to manage the risk 
associated with the underlying security, to protect against fluctuations in 
value, or to profit from periods of inactivity or decline. Derivatives are 
often leveraged, such that a small movement in the underlying value can 
cause a large difference in the value of the derivative. Derivatives are 
usually broadly categorized by: 
• The relationship between the underlying and the derivative (e.g. forward, 
option, swap) 
• The type of underlying (e.g. equity derivatives, foreign exchange 
derivatives and credit derivatives) 
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• The market in which they trade (e.g., exchange traded or over-the-
counter) Futures. A financial contract obligating the buyer to purchase an 
asset, (or the seller to sell an asset), such as a physical commodity or a 
financial instrument, at a predetermined future date and price. Futures 
contracts detail the duality and quantity of the underlying asset; they are 
standardized to facilitate trading on a futures exchange. Some futures 
contracts may call for physical delivery of the asset, while others are 
settled in cash. The futures markets are characterized by the ability to use 
very high leverage relative to stock markets. Some of the most popular 
assets on which futures contracts are available are equity stocks, indices, 
commodities and currency14 
1.3.13 Options 
A Financial Derivative that represents a contract sold by one party (option 
writer) to another party (option holder). The contract offers the buyer the 
right, but not the obligation, to buy (call) or sell (put) a security or other 
financial asset at an agreed-upon price (the strike price) during a certain 
period of time or on a specific date (exercise date). A call option gives the 
buyer, the right to buy the asset at a given price. This 'given price' is called 
'strike price'. It should be noted that while the holder of the call option has a 
right to demand sale of asset from the seller, the seller has only the obligation 
and not the right. For eg: if the buyer wants to buy the asset, the seller has to 
sell it. He does not have a right. Similarly a 'put' option gives the buyer a 
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right to sell the asset at the 'strike price' to the buyer. Here the buyer has the 
right to sell and the seller has the obligation to buy. So in any options 
contract, the right to exercise the option is vested with the buyer of the 
contract. The seller of the contract has only the obligation and no right. As the 
seller of the contract bears the obligation, he is paid a price called as 
'premium'. Therefore the price that is paid for buying an option contract is 
called as premium. The primary difference between options and futures is 
that options give the holder the right to buy or sell the underlying asset at 
expiration, while the holder of a futures contract is obligated to fulfill the 
terms of his/her contract15 . 
1.3.14 Participatory Notes (PNs) 
Financial instruments used by investors or hedge funds that are not 
registered with the Securities and Exchange Board of India to invest in Indian 
securities. Indian-based brokerages buy India-based securities and then issue 
participatory notes to foreign investors. Any dividends or capital gains 
collected from the underlying securities go back to the investors. These are 
issued by PIIs to entities that want to invest in the Indian stock market but do 
not want to register themselves with the SRBI. RBI, which had sought a ban 
on PNs, believes that it is tough to establish the beneficial ownership or the 
identity of ultimate investorstb. 
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1.3.15 Hedge Funds 
A hedge fund is an investment fund open to a limited range of investors 
that undertakes a wider range of investment and trading activities in both 
domestic and international markets, and that, in general, pays a performance 
fee to its investment manager. Every hedge fund has its own investment 
strategy that determines the type of investments and the methods of 
investment it undertakes. Hedge funds, as a class, invest in a broad range of 
investments including shares, debt and commodities. As the name implies, 
hedge funds often seek to hedge some of the risks inherent in their 
investments using a variety of methods, with a goal to generate high returns 
through aggressive investment strategies, most notably short selling, 
leverage, program trading, swaps, arbitrage and derivatives. Legally, hedge 
funds are most often set up as private investment partnerships that are open 
to a limited number of investors and require a very large initial minimum 
investment. Investments in hedge funds are illiquid as they often require 
investors keep their money in the fund for at least one year'7  
2.3.16 	Fund of Funds 
A "fund of funds" (FoF) is an investment strategy of holding a 
portfolio of other investment funds rather than investing directly in 
shares, bonds or other securities. This type of investing is often referred to 
as multi-manager investment. A fund of funds allows investors to achieve 
a broad diversification and an appropriate asset allocation with 
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investments in a variety of fund categories that are all wrapped up into 
one fund's. 
2.3.17 Exchange Traded Funds (ETF) 
An exchange-traded fund (ETF) is an investment vehicle traded on 
stock exchanges, much like stocks. An ETF holds assets such as stocks or 
bonds and trades at approximately the same price as the net asset value of 
its underlying assets over the course of the trading day. Most ETFs track 
an index, such as the S&P 500 or MSCI EAFE. ETFs may be attractive as 
investments because of their low costs, tax efficiency, and stock-like 
feahures, and single security can track the performance of a growing 
number of different index funds (currently the NSF Nifty)19. 
2.3.18 Gold ETF 
Gold Exchange Traded Fund (ETF) is a financial instrument like a 
mutual fund whose value depends on the price of gold. In most of the 
cases, the price of one unit of gold ETF approximately reflects the price of 
1 gram of gold. As the price of gold rises, the price of the ETF is also 
expected to rise by the same amount. Gold exchange-traded funds are 
traded on the major stock exchanges including Zurich, Mumbai, London, 
Paris and New York There are also closed-end funds (CEF's) and 
exchange-traded notes (ETN's) that aim to track the gold price'-°. 
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2.4 Segments of Capital Market 
Capital market can be divided into two segments viz. primary and 
secondary. The primary market is mainly used by issuers for raising fresh 
capital from the investors by making initial public offers or rights issues or 
offers for sale of equity or debt. The secondary market provides liquidity 
to these instruments, through trading and settlement on the stock 
exchanges. 
Capital market is, thus, important for raising funds for capital formation 
and investments and forms a very vital link for economic development of 
any country. The capital market provides a means for issuers to raise 
capital from investors (who have surplus money available from saving for 
investment). 
2.4.1 Primary Market 
A market where the issuers access the prospective investors 
directly for funds required by them either for expansion or for meeting the 
working capital needs. This process is called disintermediation where the 
funds flow directly from investors to issuers. 
Securities 
COMPANY/ISSUER 
	 INVESTORS 
Funds 
Picture: 2.2 Process of Disintermediation 
73 
Chapter 2- Indian Stock Market-An overview 
The other alternative for issuers is to access the financial institutions and banks 
for funds. This process is called intermediation where the money flows from 
investors to banks/ financial institutions and then to issuers. 
Primary market comprises of a market for new issues of shares and debentures, 
where investors apply directly to the issuer for allotment of shares/ debentures 
and pay application money to the issuer. Primary market is one where issuers 
contact directly to the public at large in search of capital and is distinguished 
from the secondary market, where investors buy/ sell listed shares / debentures 
on the stock exchange from / to new / existing investors. Primary market helps 
public limited companies as well as Government organizations to issue their 
securities to the new / existing shareholders by making a public issue / rights 
issue. Issuer increase capital by expanding their capital base. This enables them 
to finance their growth plans or meet their working capital requirements, etc. 
After the public issue, the securities of the issuer are listed on a stock exchange(s) 
provided it complies with requirements prescribed by the stock exchange(s) in 
this regard. The securities, thereafter, become marketable. The issuers generally 
get their securities listed on one or more than one stock exchange. Listing of 
securities on more than one stock exchange enhances liquidity of the securities 
and results in increased volume of trading. A formal public offer consists of an 
invitation to the public for subscription to the equity shares, preference shares or 
debentures has to be made by a company highlighting the details such as future 
prospects, financial viability and analyze the risk factors so that an investor can 
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take an informed decision to make an investment. For this purpose, the company 
issues a prospectus in case of public issue and a letter of offer in case of rights 
issue, which is essentially made to its existing shareholders. This document is 
generally known as Offer document. It has the information about business of the 
company, promoters and business collaboration, management, the board of 
directors, cost of the project and the means of finance, status of the project, 
business prospects and profitability, the size of the issue, listing, tax benefits if 
any, and the names of underwriters and managers to the issue, etc. 
The issuers are, thus, required to make adequate disclosures in the offer 
documents to enable the investors to decide about the investment. Making 
public issue of securities is fraught with risk. There is always a possibility that 
the issue may not attract minimum subscription stipulated in the prospectus. The 
risk may be high or low depending upon promoters making the issue, the track 
record of the company, the size of the issue, the nature of project for which the 
issue is being made, the general economic conditions, etc. Issuers would like to 
free themselves of this worry and attend to their operations wholeheartedly if 
thew Could have someone else to worry on their behalf. l or this purpose the 
companies approach underwriters who provide this service. 	Normally, 
whenever an existing company comes out with a further issue of securities, the 
existing holders have the first right to subscribe to the issue in proportion to their 
existing holdings. Such an issue to the existing holders is called 'Rights issue'. 
The price of the security before the entitlement of rights issue is known as the 
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cum-rights price. The price after the entitlement of rights issue is known as the 
ex-rights price. The difference between the two is a measure of the market value 
of a right entitlement. An existing holder, besides subscribing to such an issue, 
can let his rights lapse, or renounce his rights in favour of another person (free, 
or for a consideration) by signing the renunciation form. The companies declare 
dividends, interim as well as final, generally from the profits after the tax. The 
dividend is declared on the face value or par value of a share, and not on its 
market price. A company may choose to capitalize part of its reserves by issuing 
bonus shares to existing shareholders in proportion to their holdings, to convert 
the reserves into equity. The management of the company may do this by 
transferring some amount from the reserves account to the share capital account 
by a mere book entry. Bonus shares are issued free of cost and the number of 
shareholders remains the same. Their proportionate holdings do not change. 
After an issue of bonus shares, the price of a company's share drops generally in 
proportion to the issue21  
2.4.2 Activities in the Primary Market 
1. Appointment of merchant bankers 
2. Pricing of securities being issued 
3. Communication/ Marketing of the issue 
4. Information on credit risk 
5. Making public issues 
6. Collection of money 
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Figure 2.3: How Foreign Funds Encourage Domestic Secondary and Primary 
Market 
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2.5 Floatation of shares 
When a company decides to list its shares on a stock market it is said to 
embark on a flotation, also known as an initial public offering (IPO). As part of 
this process, the company publishes a prospectus describing its business, its 
directors, its financial position, and what profits it expects to make. The 
information it includes has to conform to strict guidelines so that potential 
investors are not misled. The prospectus announces the issue of new shares, sets 
an offer price for the shares, and invites subscriptions. In a flotation a company 
raises money by issuing new shares in what is known as the 'primary market'. 
Once the shares are listed, further trading in them occurs in the 'secondary 
market' - secondary in the sense that it is a second stage market between 
investors that does not involve the company itself. 
2.5.1 Methods of Floatation of shares 
There are various methods of floating new issues in the primary market: 
2.5.1.1 Offer through Prospectus: Offer through prospectus is the most popular 
method of raising funds by public companies in the primary market. This 
involves inviting subscription from the public through issue of prospectus. A 
prospectus makes a direct appeal to investors to raise capital, through an 
advertisement in newspapers and magazines. The issues may be underwritten 
and also are required to be listed on at least one stock exchange. The contents of 
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the prospectus have to be in accordance with the provisions of the Companies 
Act and SEBI disclosure and investor protection guidelines". 
2.5.1.2 Offer for Sale: Under this method securities are not issued directly to the 
public but are offered for sale through intermediaries like issuing houses or stock 
brokers. In this case, a company sells securities enable at an agreed price to 
brokers who, in turn, resell them to the investing publiczt. 
2.5.1.3 Private Placement: Private placement is the allotment of securities by a 
company to institutional investors and some selected individuals. It helps to 
raise capital more quickly than a public issue. Access to the primary market can 
be expensive on account of various mandatory and non-mandatory expenses. 
Some companies, therefore, cannot afford a public issue and choose to use 
private placement24. 
2.5.1.4 Rights Issue: This is a privilege given to existing shareholders to 
subscribe to a new issue of shares according to the terms and conditions of the 
company. The shareholders are offered the 'right' to buy new shares in 
proportion to the number of shares they already possess. 
2.5.1.5 e-IPOs: A company proposing to issue capital to the public through the 
on-line system of the stock exchange has to enter into an agreement with the 
stock exchange. This is called an Initial Public Offer (IPO). SERI registered 
brokers have to be appointed for the purpose of accepting applications and 
placing orders with the company. The issuer company should also appoint a 
registrar to the issue having electronic connectivity with the exchange. The issuer 
79 
Chap ter2- Indian Stock Market-An overview 
company can apply for listing of its securities on any exchange other than the 
exchange through which it has offered its securities. The lead manager 
coordinates all the activities amongst intermediaries connected with the issue26. 
2,6 Secondary Market 
In the secondary market the investors buy / sell securities through stock 
exchanges. Trading of securities on stock exchanges results in exchange of 
money and securities between the investors. Secondary market provides 
liquidity to the securities on the exchange(s) and this activity commences 
subsequent to the original issue. For example, having subscribed to the securities 
of a company, if one wishes to sell the sane, it can be done through the 
secondary market. Similarly one can also buy the securities of a company from 
the secondary market. A stock exchange is the single most important institution 
in the secondary market for providing a platform to the investors for buying and 
selling of securities through its members. In other words, the stock exchange is 
the place where already issued securities of companies are bought and sold by 
investors. Thus, secondary market activity is different from the primary market 
in which the issuers issue securities directly to the investors. Traditionally, a 
stock exchange has been an association of its members or stock brokers, formed 
for the purpose of facilitating the buying and selling of securities by the public 
and institutions at large and regulating its day to day operations. Of late 
however, stock exchanges in India now operate with due recognition from 
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Securities and Exchange Board of India (SEB1) / the Government of India under 
the Securities Contracts (Regulation) Act, 1956. 
The stock exchanges are either association of persons or are formed as 
companies. There are 24 recognized stock exchanges in India out of which one 
does not commenced its operations. Out of the 23 remaining stock exchanges, 
currently only on four stock exchanges, the trading volumes are recorded. Most 
of regional stock exchanges have formed subsidiary companies and obtained 
membership of Bombay Stock Exchange, (BSE) or National Stock Exchange 
(NSF) or both. Members of these stock exchanges are now working as sub-
brokers of BSE / NSF brokers. 
2.7 Functions of Stock Market 
Stock markets play an important role in the allocation of productive 
resources in an economy by performing the following four important functions: 
2.7.1 Mobilization of Savings and Channeling then into the most Productive 
Uses: A Stock market facilitates the transfer of savings from savers to investors. It 
gives savers the choice of different investments and thus helps to channelize 
surplus funds into the most productive uses. 
2.7.2 Facilitate Price Discovery: As the demand and supply help to establish a 
price for a commodity or service in the market. In the Stock market, the 
households are suppliers of funds and business firms represent the demand. The 
interaction between them helps to establish a price for the financial asset which is 
being traded in that particular market20. 
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2.7.3 Provide Liquidity to Financial Assets: Stock markets facilitate easy 
purchase and sale of financial assets. By doing so, they provide liquidity to 
financial assets, so that they can easily be converted into cash whenever required. 
Holders of assets can readily sell their financial assets through the mechanism of 
the financial market30. 
2.7.4 Reduce the Cost of Transactions: Stock markets provide valuable 
information about securities being traded in the market. It helps to save time, 
effort and money that both buyers and sellers of a financial asset would have to 
otherwise spend to try and find each other. The Stock market is thus, a common 
platform where buyers and sellers can meet for fulfillment of their individual 
needs. Financial markets are classified on the basis of the maturity of financial 
instruments traded in them. Instruments with a maturity of less than one year 
are traded in the money market. Instruments with longer maturity are traded in 
the capital market?'. 
Fundamental Analysis refers to scientific study of the basic factors, which 
determine a share's value. The fundamental analyst studies the industry and the 
company's sales, assets, liabilities, debt structure, earnings, products, market 
share; evaluates the company's management, compares the company with its 
competitors, and then estimates the share's intrinsic worth. The fundamental 
analysts' tools are financial ratios arrived at by studying a company's balance 
sheet and profit and Loss account over a number of years. Fundamental analysis 
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is more effective in fulfilling long-term growth objectives of shares, rather than 
their short-term price fluctuations32. 
Ratios of values obtained from a company's financial statements are used 
to study its health and the price of its securities. The most important among these 
are current ratio, price-earning (PIE) ratio, earnings to equity ratio, price-book 
value ratio, profit before tax to sales ratio, and quick ratio. Accounting figures, 
which help to arrive at these ratios, include book value, dividend, current yield, 
earning per share (EPS), volatility, etc. Unlike the fundamental analysts, there 
are other experts who believe that largely the forces of demand and supply of 
securities determine the security prices, though the factors governing the 
demand and supply may themselves be both objective and subjective. They also 
believe that notwithstanding the day-to-day fluctuations, share prices move in a 
discernible pattern, and that these patterns last for long periods to be identified 
by them. Such analysts are called as 'Technical Analysts'33. 
Technical analysis is a method of prediction of share price movement 
based on a study of price graphs or charts on the assumption that share price 
trends are repetitive, and that since investor psychology follows certain pattern, 
what is seen to have happened before is likely to be repeated. The technical 
analyst is not concerned with the fundamental strength or weakness of a 
company or an industry. 
A stock market operator who expects share prices to fall in the immediate 
future and keeps selling (with the intention to pick up the shares later at a lower 
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price for actual delivery), causing selling pressure and lowering the prices 
further is called a "Bear". The term is derived from the attacking posture of the 
bear, pushing downwards. 
A stock market operator who expects share prices to rise and keeps 
buying (to sell the shares later at higher price), causing buying pressure and 
increasing the prices further is called a "Bull". The term is derived from the 
attacking posture of the bull, pushing upwards. 
Stag is a person who subscribes to a new issue with the primary objective of 
selling at profits no sooner than he gets the allotment. 
Contract Note is a document given by the stockbroker to his clients giving 
particulars of the securities bought / sold, rate and date of transaction and the 
broker's commission. The broker sends the contract note after executing the 
client's order as an agreement. The contract note must be carefully preserved, as 
it is a primary documentary evidence of clients' transactions being executed by a 
member of a stock exchange. In case of any dispute between them, this can be 
used for the purpose of arbitration or filing claims / compensation against the 
member of the stock exchange who has executed the transaction. It also serves as 
evidence to the income tax authorities in verification of computations of short-
term or long-term capital gains or losses. 
Buying or selling of securities of a particular company with an expectation that 
the prices will increase or decrease in a span of short duration with an objective 
to generate income on account of such fluctuations in price is called 
84 
Chapter 2- Indian Stock Market-An overview 
"Speculation"34. This is an activity in which a person assumes high risks, often 
without regard for the safety of his invested principal, to achieve capital gains in 
a short time. Investing in securities with the intention of holding them for long 
term for realizing appreciation in the value of the securities should be the aim of 
the investors who wish to derive benefits from holding investments for long 
term. 
Arbitrage means buying shares on one stock exchange at a lower rate and selling 
the same on other stock exchange at a higher rate. 
2.8 Activities in the Secondary Market 
2.8.1 Trading of securities 
2.8.2 Risk management 
2.8.3 Clearing and settlement of trades 
2.8.4 Delivery of securities and funds 
2.9 Major Participants in the Capital Market 
Securities Exchange Board of India - SEBI (Regulator) 
Stock Exchanges 
Clearing Corporations (CC)/ Clearing Houses (CH) 
Depositories Depository Participants 
Custodian 
Stock Brokers and their Sub-Brokers 
Mutual Funds 
Merchant bankers 
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Credit Rating Agencies 
Financial Institutions 
Foreign Institutional Investors 
Non Banking Institutions 
Issuers/ Registrar and Transfer Agents 
Investors 
2.10 Settlement Trading, Clearing and Procedure at Stock 
Exchanges 
1. Trade details from Exchange to \ SCCL (real-time and end of day trade file). 
2. NSCCL notifies the consummated trade details to clearing 
members/custodians who affirm back. Based on the affirmation, NSCCL applies 
multilateral netting and determines obligations. 
3. Download of obligation and pay-in advice of funds/securities. 
4. Instructions to clearing banks to make funds available by pay-in time. 
3. Instructions to depositories to make securities available by pay-in-time. 
6. Pay-in of securities (NSCCL advises depository to debit pool account of 
custodians/CMs and credit its account and Depository does it). 
7. Pay-in of funds (NSCCL advises Clearing Banks to debit account of 
custodians/CMs and credit its account and clearing bank does it) 
8. Pay-out of securities (NSCCT, advises depository to credit pool account of 
custodians/ CMs and debit its account and depository does i1 
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Figure: 2.4 Settlement Trading, Clearing and Procedure at Stock Exchanges 
9. Pay-out of funds (NSCCL advises Clearing Banks to credit account of 
custodians/CMs and debit its account and clearing bank does it) 
10. Depository informs custodians/CMs through DPs. 
11. Clearing Banks inform custodians/CNIs. which the SEBI came into existence. 
Hence SEBI acquired statutory status on 30th January 1992 by passing an 
ordinance, which was subsequently converted into an Act passed by the 
Parliament on April 4, 1992. 
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2.11 History of Stock Exchange 
Earliest records of securities trading in India are available from the end of 
the eighteenth century. Before 1850, there was business conducted in Mumbai in 
shares of banks and the securities of the East India Company, which were 
considered as securities for buying, selling and exchange. The shares of the 
commercial Bank, Mercantile Bank and Bank of Bombay were some of the 
prominent shares traded. The business was conducted under a sprawling banyan 
tree in front of the Town Hall, which is now in the Horniman Circle Park. In 
1850, the Companies Act was passed and that announced the commencement of 
the joint stock companies in India. It was the American civil war that helped 
Indians to establish broking business. The leading broker, Shri Premchand 
Roychand designed and developed the procedure to be followed while dealing 
in shares. In 1874, the Dalal Street became the prominent place for meeting of the 
brokers to conduct their business. The brokers organized an association on 9'h  
July 1875 known as "Native Share and Stock Brokers Association" to protect the 
character, status and interest of the native brokers. That was the foundation of 
The Stock Exchange, Mumbai. The Exchange was established with 318 members. 
The Stock Exchange, Mumbai did not have to look back as it started riding high 
in the ladder of growth. The Stock Exchange is a market place, like any other 
centralized market, where buyers and sellers can transaction business in 
securities at a given point of time in a convenient and competitive manner at the 
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fairest possible price. After the First World War, the Stock Exchange was housed 
properly at an old building near the Town Hall. In 1928, the present premises 
were acquired surrounded by Dalal Street, Bombay Samachar Marg and Hamam 
Street. A new building, the present location, was constructed and was occupied 
on 1st December 1930, In 1950 the regulation of business in securities and stock 
exchanges became an exclusively Central Government subject following 
adoption of the Constitution of India. In 1956, the Parliament of India passed the 
Securities Contracts (Regulation) Act. To regulate the securities market, SERI was 
initially established on October 12, 1988 as an interim board under control of the 
Ministry of Finance, Government of India. In 1992, the SEBI Act was passed 
through the main objectives of SEBI are to protect the interest of the investors, 
regulate and promote the capital market by creating an environment, which 
would facilitate mobilization of resources through efficient allocation, and to 
generate confidence among the investors. As such, SEBI is responsible for 
regulating stock exchanges and other intermediaries who may be associated with 
the capital market and the process of public companies raising capital by issuing 
instruments that will be traded on the capital market. SEBI has been empowered 
by the Central Government to develop and regulate capital markets in India and 
thereby protect the interest of the investors. 
In 1992, Over the Counter Exchange of India (OTCEI) came into existence where 
equities of small companies are listed. 
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In 1994, National Stock Exchange (NSE) came into existence, which 
brought an end to the open out-cry system of trading securities which was in 
vogue for 150 years, and introduced Screen Based Trading (SBT) system. BSE's 
On Line Trading System was launched on March 14, 1995. Now the trading in 
securities is done using screen based trading system through duly authorized 
members of the exchange. In SBT, investors place buy and sale orders with their 
brokers who enter the orders in the automated trading system. When buy and 
sale orders match, a trade is generated and trade details are given to the 
respective brokers. After a trade has taken place, the buyer has to pay money and 
the seller has to deliver securities. 
On the stock exchange(s), hundreds and thousands of trades take place 
every day. Buyers and sellers are spread over a large geographical area. Due to 
these problems completing a trade by paying cash to seller and securities to 
buyer immediately on execution of trades on an individual basis is virtually 
impossible. So the stock exchanges allow trading to take place for a specified 
period, which is called as a 'Trading cycle'. A unique settlement number 
identifies each trading cycle. Once the trading period is over, buyer broker pays 
money and seller broker delivers securities to the CC/CH on a predefined day. 
This process is called as Pay-in. After pay-in, the CC/CH gives securities to the 
buyer brokers and money to the seller broker. This process is called as Payout. 
This process of pay-in and payout is called settlement. 
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Initially the trading cycle was of one fortnight, which was reduced to one 
week. The transactions entered during this period, of a fortnight or one-week, 
were used to be settled either by payment for purchase or by delivery of share 
certificates sold on notified days one fortnight or one week after the expiry of the 
trading. The settlement schedules are informed to the members of the exchange 
in advance. 
The weekly settlement period was replaced by daily settlements, 
popularly known as Rolling Settlements, in which each day is separate trading 
day. With effect from December 2001, T+5  rolling settlement cycle was 
introduced for all equities where T' is the 'Trading Day' and pay-in and pay-out 
for the settlement was done on ö' 	day after trade day. For example, if T 
was Monday, the pay-in and pay-out were done on next Monday as Saturday 
and Sunday are not counted as business days. T+5  cycles were further shortened 
to T+3 settlement cycle w.e.f. April 1, 2002. 
SERI has introduced T+2 rolling settlements from April 1, 2003. T+2 settlement 
cycle means that the final settlement of transactions done on T, i.e., trade day by 
exchange of monies and securities between the buyers and sellers respectively 
occurs on second business day after the trade day excluding Saturdays, Sundays, 
bank holidays and exchange holidays3s. 
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Table 2.5: Rolling Settlement 
Day Activity 
T Trading and daily downloading of statements shows details of 
transactions and margins at the end of each trading day. 
6A/7A entry by the member-brokers /conformation by the 
custodians. 
T+1 Conformation of 6A/7A data by the custodian up to a specified 
deadline time. Downloading of Securities and funds obligation 
statements by members. 
T+2 Pay in of funds and securities and pay out of funds and securities 
by pre specified deadline tines. 1 he members are required to 
submit the pay in instruction for funds and securities to banks and 
depositories respectively. 
T+3 Auction for shortage in delivery of securities. 
T+4 Auction pay- in and pay-out of funds and securities. 
Source: SEBI 
A mechanism whereby the obligation of settling the transactions done by 
a member-broker on behalf of a client is passed on to a custodian based on his 
confirmation. The custodian can confirm the trades done by the members on-
line. Trading on the on-line screen based system (BSE's On-Line Trading system, 
BOLT for BSE and National Exchange for Automated Trading, NEAT for NSE) is 
conducted from Monday to Friday between 9:55 a.m. and 3:30 p.m. The scrips 
traded on The Stock Exchange, hlumbai are classified into 'A', 'B1', 'B,', 'C', 'F', 
'G' and 'L' groups. 
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A, B1, B2 and C group represents the equity market segment. 
'F' group represents the debt market (fixed income securities) segment. 
BSE has commenced trading in Govt. Securities for retail investors under "G" 
group w.e.f. January 16, 2003. 
'Z' group covers the companies, which have failed to comply with listing 
requirements and/or failed to resolve investor complaints or have not made the 
required arrangements for dematerialization of their securities with both the 
depositories. 
2.12 Problems with physical mode of settlement 
The stock market was a marginal institution in the financial market for almost 
three decades after India's independence. However, until late eighties the 
common man kept away from capital markets. Not many companies accessed 
the capital market and, thus, the quantum of funds mobilized through the 
market was meager. I he Indian markets were literally weighed down by the 
need to deal with shares in the paper form. There were problems galore with 
handling documents. Some of the problems were: 
• Fake shares 
• Stolen shares 
• Fake signatures or signature mismatches 
• Mutilation of shares 
• Other problems in transfer of ownership 
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The trading volumes were small due to small investing population. The 
following are some of the major problems faced for physical certificates by the 
Investors 	_ 
a. Inordinate delay in receiving securities after transfer by the companies. 
b. Return of share certificates as bad deliveries on account of signature mismatch 
or forged signature of transferor or fake certificates. 
c. Delay in receipt of securities after allotment by the companies. 
d. Non-receipt of securities. 
e. Procedural delays in getting duplicate shares/ debenture certificates. 
f. Storing physical certificates. 
Lack of modernization became a hindrance to growth of secondary market and 
resulted in creation of cumbersome procedures and paper work. However, the 
real growth and change occurred from mid-eighties in the wake of liberalization 
initiatives of the Government. The reforms in the financial sector were envisaged 
in the banking sector, capital market, securities market regulation, mutual funds, 
foreign investments and Government controp6. 
These institutions and stock exchanges experienced that the paper 
certificates are the main cause of investor disputes and arbitration cases. Thus, 
the Government of India decided to set up a fully automated and high 
technology based model exchange, which could offer screen based trading and 
depositories as the ultimate answer to all such reforms. Therefore, the 
Government of India promulgated the Depositories Ordinance in 1995. However, 
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both Houses of Parliament passed the Depositories Act in 1996. The unparalleled 
success of the introduction of the depository concept in the Indian capital 
markets is reflected in the on-going successful reduction in the period between 
trading and settlement. 
2.13 Growth and Development of stock market 
• November 1992 Incorporation 
• April 1993 Recognition as a stock exchange 
• May 1993 Formulation of business plan 
• June 1994 Wholesale Debt Market segment goes live 
• November 1994 Capital Market (Equities) segment goes live 
• March 1995 Establishment of Investor Grievance Cell 
• April 1995 Establishment of NSCCL, the first Clearing Corporation 
• June 1995 Introduction of centralized insurance cover for all trading 
members 
• July 1995 Establishment of Investor Protection Fund 
• October 1995 Became largest stock exchange in the country 
• April 1996 Commencement of clearing and settlement by NSCCL 
• April 1996 Launch of S&P CNX Nifty 
• June 1996 Establishment of Settlement Guarantee Fund 
• November 1996 Setting up of National Securities Depository Limited, first 
depository in tudia, co-promoted by NSE 
• November 1996 Best IT Usage award by Computer Society of India 
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• December 1996 Commencement of trading/settlement in dematerialized 
securities 
• December 1996 Dataquest award for Top IT User 
• December 1996 Launch of CNX Nifty Junior 
• February 1997 Regional clearing facility goes live 
• November 1997 Best IT Usage award by Computer Society of India 
• May 1998 Promotion of joint venture, India Index Services & Products 
Limited (IISL) 
• May 1998 Launch of NSE's Web-site: www.nse.co.in 
• July 1998 Launch of NSE's Certification Programme in Financial Market 
• August 1998 CYBER CORPORATE OF THE YEAR 1998 award 
• February 1999 Launch of Automated Lending and Borrowing Mechanism 
• April 1999 CHIP Web Award by CHIP magazine 
• October 1999 Setting up of NSE.IT 
• January 2000 Launch of NSE Research Initiative 
• February 2000 Commencement of Internet Trading 
• June 2000 Commencement of Derivatives Trading (Index Futures) 
• September 2000 Launch of 'Zero Coupon Yield Curve' 
• November 2000 Launch of Broker Plaza by Dotex International, a joint 
venture between NSE.IT Ltd. and i-flex Solutions Ltd. 
• December 2000 Commencement of WAP trading 
• June 2001 Commencement of trading in Index Options 
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• July 2001 Commencement of trading in Options on Individual Securities 
• November 2001 Commencement of trading in Futures on Individual 
Securities 
• December 2001 Launch of NSE VaR for Government Securities 
• January 2002 Launch of Exchange Traded Funds (ETFs) 
• May 2002 NSE wins the Wharton-Infosys Business Transformation Award 
in the Organization-wide Transformation category 
• October 2002 Launch of NSE Government Securities Index 
• January 2003 Commencement of trading in Retail Debt Market 
• June 2003 Launch of Interest Rate Futures 
• August 2003 Launch of Futures & options in CNXIT Index 
• June 2004 Launch of STP Interoperability 
• August 2004 Launch of NSE's electronic interface for listed companies 
• %larch 2005 'India Innovation Award' by EMPI Business School, New 
Delhi 
• June 2005 Launch of Futures & options in BANK Nifty Index 
• December 2006'Derivative Exchange of the Year', by Asia Risk magazine 
• January 2007 Launch of NSE - CNBC TV 18 media centre 
• March 2007 NSE, CRISIL announce launch of IndiaBondWatch.com 
• June 2007 NSE launches derivatives on Nifty Junior & CNX 100 
• October 2007 NSE launches derivatives on Nifty Midcap 50 
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• January 2008 Introduction of Mini Nifty derivative contracts on 1 January 
2008 
• March 2008 Introduction of long term option contracts on S&P CNX Nifty 
Index 
• April 2008 Launch of India VIX 
• April 2008 Launch of Securities Lending & Borrowing Scheme 
• August 2008 Launch of Currency Derivatives 
• August 2009 Launch of Interest Rate Futures 
• November 2009 Launch of Mutual Fund Service System 
• December 2009 Commencement of settlement of corporate bonds 
• February 2010 Launch of Currency Futures on additional currency pairs 
• October 2010 Launch of 15-minute special pre-open trading session, a 
mechanism under which investors can bid for stocks before the market 
opens37. 
2.14 Securities and Exchange Board of India (SEBI) 
The Securities was established by the Government of India on 12 April 
1988 as an interim administrative body to promote orderly and healthy growth 
of securities market and for investor protection. It was to function under the 
overall administrative control of the Ministry of Finance of the Government of 
India. The SERI was given a statutory status on 30 January 1992 through an 
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ordinance. The ordinance was later replaced by an Act of Parliament known as 
the Securities and Exchange Board of India Act, 19923s 
2.13.1 Reasons for the Establishment of SEBI 
The stock market has witnessed a tremendous growth during 1980's, 
characterized particularly by the increasing participation of the public. This ever 
expanding investor's population and market capitalization led to a variety of 
malpractices on the part of companies, brokers, merchant bankers, investment 
consultants and others involved in the securities market. The glaring examples of 
these malpractices include existence of self - styled merchant bankers unofficial 
private placements, rigging of prices, unofficial premium on new issues, non-
adherence of provisions of the Companies Act, violation of rules and regulations 
of stock exchanges and listing requirements, delay in delivery of shares etc. 
l lwsee malpractices and unfair trading practices have eroded investor confidence 
and multiplied investor grievances. The Government and the stock exchanges 
were rather helpless in redressing the investor's problems because of lack of 
proper penal provisions in the existing legislation. In view of the above, the 
Government of India decided to set-up a separate regulatory body known as 
Securities and Exchange Board of India39 
2.13.2 Purpose and Role of SEBI 
The basic purpose of SEBI is to create an environment to facilitate efficient 
mobilisation and allocation of resources through the securities markets. It also 
aims to stimulate competition and encourage innovation. 
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This environment includes rules and regulations, institutions and their 
interrelationships, instruments, practices, infrastructure and policy framework. 
This environment aims at meeting the needs of the three groups which basically 
constitute the market, viz, the issuers of securities (Companies), the investors and 
the market Intermediaries. 
• To the issuers, it aims to provide a market place in which they can confidently 
look forward to raising finances they need in an easy, fair and efficient manner. 
• To the investors, it should provide protection of their rights and interests 
through adequate, accurate and authentic information and disclosure of 
information on a continuous basis. 
• To the intermediaries, it should offer a competitive, professionalized and 
expanding market with adequate and efficient infrastructure so that they are able 
to render better service to the investors and issuers. 
2.13.3 Objectives of SEBI 
The overall objective of SEBI is to protect the interests of investors and to 
promote the development of, and regulate the securities market. This may be 
elaborated as follows: 
1. To regulate stock exchanges and the securities industry to promote their 
orderly functioning. 
2. To protect the rights and interests of investors, particularly individual 
investors and to guide and educate them. 
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3. To prevent trading malpractices and achieve a balance between self regulation 
by the securities industry and its statutory regulation.  
4. To regulate and develop a code of conduct and fair practices by intermediaries 
like brokers, merchant bankers etc., with a view to making them competitive and 
prnfessional4°. 
2.13.4 Functions of SEBI 
Keeping in mind the emerging nature of the securities market in India, 
SEBI was entrusted with the twin task of both regulation and development of the 
securities market. 
Regulatory Functions 
1. Registration of brokers and sub brokers and other players in the market. 
2. Registration of collective investment schemes and Mutual Funds. 
3. Regulation of Stock Bankers and portfolio exchanges, and merchant bankers. 
4. Prohibition of fraudulent and unfair trade practices. 
5. Controlling insider trading and takeover bids and imposing penalties for such 
practices. 
6. Calling for information by undertaking inspection, conducting enquiries and 
audits of stock exchanges and intermediaries. 
7. Levying fee or other charges for carrying out the purposes of the Act. 
8. Performing and exercising such power under Securities Contracts (Regulation) 
Act 1956, as may be delegated by the Government of India. 
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2.133 Development Functions 
1. Investor education 
2. Training of intermediaries 
3. Promotion of fair practices and code of conduct of all SRO' s. 
4. Conducting research and publishing information useful to all market 
participants'". 
2.15 The Organization Structure of SEBI 
SEBI is a statutory body there has been a considerable expansion in the range 
and scope of its activities. Each of the activities of the SEBI now demands more 
careful, closer, co-ordinate and intensive attention to enable it to attain its 
objectives. SEBI has been restructured and rationalized in tune with its expanded 
scope. It has decided its activities into five operational departments. Each 
department is headed by an executive director. Apart from its head office at 
Mumbai, SEBI has opened regional offices in Kolkata, Chennai, and Delhi to 
attend investor's complaints and liaise with the issuers, intermediaries and stock 
exchanges in the concerned region. The SEBI also formed two advisory 
committees. One is the Primary Market Advisory Committee and other is the 
Secondary Market Advisory Committee. These committees consist of the market 
players, the investors associations recognised by the SEBI and the eminent 
persons in the capital market. They provide important inputs to the management 
of SERI for making better policies for the investors as well as Government of 
102 
Chapter 2- Indian Stock Market-An overview 
India. The affairs of SERI shall be managed by a Board. The Board shall consist of 
the followingmembers: 
1. A Chairman. 
2. Two officials of the Central Government from the Ministry of Finance and 
Ministry of Law, Justice and Company Affairs. 
3. One official nominated by the Reserve Bank of Tndia. 
4. Two other members nominated by the Central Government 
The Chairman and the members should be persons of ability, integrity and 
standing who have shown capacity in dealing with problems of the securities 
market. They are required to have good knowledge or experience in the areas of 
finance, law, economics, accountancy, administration, etc. 
2.14.1 The objectives of the two Committees are as follows: 
1. To advise SEBI on matters relating to the regulation of intermediaries for 
ensuring investors protection in the primary market. 
2. To advise SEBI on issues related to the development of primary market in 
India. 
3. To advise SEBI on disclosure requirements for companies. 
4. To advise for changes in legal framework to introduce simplification and 
transparency in the primary market. 
5. To advice the board in matters relating to the development and regulation of 
the secondary market in the country. The committees are however non statutory 
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in nature and the SERI is not bound by the advice of the committee. These 
committees are a part of SEBI's constant endeavor to obtain a feedback from the 
market players on various issues relating to the regulations and development of 
the market42 
2.16 Conclusion 
Finally it can he concluded that Indian Stock Market has very old history 
in the world and also has come a long way since economic reforms began in 
early 1990s.There are different instruments which can be floated first in the new 
issue market then traded in secondary market or at different stock exchanges of 
Indian Sock Market. There is a lot of improvements in the stock market regard to 
the trading, clearing and settlement procedure of the shares. It is the duty of the 
Government of India along with SEBI, to take necessary steps to provide growth 
and development to the market in long run. The protection of the interest of the 
small investors should be the priority of the concerned authorities to build the 
confidence of the investors. The next chapter deals with the historical 
background and the registration process of Foreign Institutional Investors (FIIs) 
in Indian Stock Market since 2000. 
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3.1 INTRODUCTION 
In the previous chapter a comprehensive historical review of Indian Stock 
Market along with the introduction of the Securities and Exchange Board of India 
(SEBI) has been discussed. The present chapter deals with the historical 
background and the registration process of Foreign Institutional Investors (FIls) 
in Indian Stock Market since 2000. 
The recent wave of financial globalization and its aftermath has been 
marked by a surge in international capital flows among the developed and 
developing countries, where the notions of tense capital flows have been 
associated with high growth rates in some developing countries. International 
capital inflows have particularly become prominent after the advent of 
globalization that has led to widespread implementation of liberalization 
program and financial reforms in various countries across the globe in 1990's. 
This resulted in the integration of global financial markets. As a result, capital 
started flowing freely across national border seeking out the highest return. 
During 1991 to 1996 there was a spectacular rise in net capital flows from 
developed countries to developing countries and transition economies. This 
development was associated with greatly increased interest by international asset 
holders in the emerging market economies to find trend toward the globalization 
of financial markets. The global financial markets can gradually create a virtuous 
circle in which developing and transitional economies strengthen the market 
discipline that enhances financial system soundness. At present, however, there 
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are important informational uncertainties in global market as well as major gaps 
and inefficiencies in financial system of many developing countries. 
Over the years Indian capital market has experienced a significant 
structural transformation. Financial markets are significantly different than other 
markets; market failures are more likely to he pervasive in these markets and 
there exist government intervention. Fewer Developing Countries (FDCs) like 
India are eager to welcome any kind of foreign capital inflows to overcome the 
debt crisis situation. They are facing the challenges from the foreign capital and 
the invisible resource. However some countries have experienced periodic 
collapse in growth rates and financial crisis over the same period. It is true that 
many developing economies with a high degree of financial integration have also 
experience higher growth rate. From the supply side also there are some strong 
inducing factors, which led the international investors towards the financial 
market of the developing countries. It is fact that international capital flows on 
financial market can he very volatile. However, different countries experienced 
different degree of volatility of financial market and this may be systematically 
related to the quality of macroeconomic policies and domestic financial 
governance. In this context high volatility of capital flows has affected the macro 
economic variables such as exchange rate, interest rate, and inflation negatively. 
International capital flows have significant potential benefit for 
economies around the world. Countries with sound macroeconomic policies and 
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well-functioning institutions are their best to reap the benefits of capital flows 
and minimize the risks. Countries that permit free capital flows must choose 
between the stability provided by fixed exchange rates and the flexibility 
afforded by an independent monetary policy. 
Capital flow through foreign investment refers to investments made by 
residents of a country in financial assets and production process of another 
country. After the opening up of the borders for capital movement these 
investments have grown in leaps and hounds. But it had varied effects across the 
countries. It can affect the factor productivity of the recipient country and can 
also affect the balance of payments. In developing countries there was a great 
need of foreign capital, not only to increase their productivity of labor but also 
help build the foreign exchange reserves to meet the trade deficit. Foreign 
investment provides a channel through which these countries can have access to 
foreign capital. It can come in two forms: foreign direct investment (FDI) and 
foreign portfolio investment (FPI). Foreign direct investment involves in the 
direct production activity and also of medium to long-term nature. But the 
foreign portfolio investment is a short-term investment mostly in the financial 
markets and it consists of Foreign Institutional Investment (FII). 
3.2 Concept of Foreign Institutional Investors (FIIs) 
Entities covered by the term 'FII' include "Overseas pension funds, 
mutual funds, investment trust, asset management company, nominee company, 
bank, institutional portfolio manager, university funds, endowments, 
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foundations, charitable trusts, charitable societies, a trustee or power of attorney 
holder incorporated or established outside India proposing to make proprietary 
investments or investments on behalf of a broad-based fund (i.e., fund having 
more than 20 investors with no single investor holding more than 10 per cent of 
the shares or units of the fund)" . FIIs can invest their own funds as well as 
invest on behalf of their overseas clients registered as Such with SEBI. These 
client accounts that the F11 manages are known as 'sub-accounts'. A domestic 
portfolio manager can also register itself as an FII to manage the funds of sub-
accounts. 
The FII, given its short-term nature, might have bi-directional causation 
with the returns of other domestic financial markets like money market, stock 
market, foreign exchange market, etc. Financial markets are thrown open to 
Foreign Institutional Investors (FIIs) and there is convertibility of rupee for FIIs 
both on current and capital account. Flls can purchase and sell Government 
Securities and Treasury Bills within overall approved debt ceilings. To facilitate 
better risk management by investors, authorized dealers have been permitted to 
provide forward cover to FIIs in respect of their fresh equity investments in 
India. Moreover, transactions among Flls with respect to Indian stocks will no 
longer require post-facto confirmation from the RBI. Also, hundred per cent Fll 
debt funds have been permitted to invest in unlisted debt securities of Indian 
companies. An important feature of the development of stock market in India in 
the last 15 years has been the growing participation of Institutional Investors, 
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both foreign institutional investors and the Indian mutual funds combined 
together, the total assets under their management amounts to almost 18percent 
the entire market capitalization 
Looking at the composition of capital flows, net foreign direct investment 
represents the largest share of private capital flows in the emerging markets. Net 
portfolio investment is also an important source of finance in the emerging 
markets, though these flows were more volatile after 199.1. Until 1997 a market 
shift, in the composition of capital flows to domestic financial market with a 
significant increase in net private capital inflows to financial markets and a 
decline in the share of official flows. Foreign Direct Investment (FDI) is the most 
stable capital. Both net portfolio investment and banking flows were volatile. 
Portfolio flows are rendering the financial markets more volatile through 
increased linkage between the domestic and foreign financial markets. Capital 
flows expose the potential vulnerability of the economy to sudden withdrawals 
of foreign investor from the financial market, which will affect liquidity and 
contribute to financial market volatility. Hence, understanding the foreign 
investments is very important for any emerging economy as it would have larger 
impact on the domestic financial markets in the short run and real impact in the 
long run. The present study examines the impact of foreign investment in stock 
market context as the country after experiencing the foreign exchange crisis 
opened up the economy for foreign capital. India, being a capital scarce country, 
has taken lot of measures to attract foreign investment since the beginning of 
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reforms in 1991. Till the end of January 2003 it could attract a total foreign 
investment of around US$ 48 billion out of which US$ 23 billion is in the form of 
FPI. Fll consists of around US$ 12 billion in the total foreign investments. This 
shows the importance of FII in the overall foreign investment programme. As 
India is in the process of liberalizing the capital account, it would have 
significant impact on the foreign investments and particularly on the FII, as this 
would affect short-term stability in the financial markets. 
Capital flows are most helpful when the magnitude of those flows is 
steady and stable. The international capital flow such as direct and portfolio 
flows has huge contribution to influence the economic behavior of the countries 
positively. Countries with well-developed financial markets gain significantly 
from Foreign Direct Investment (FDI). The huge volume of capital flows and 
Table 
Number of Registered F 
Year 	Number of Registered FII 
1992-93 
-- 	- -- 
0 
1993-94 3 
1994-95 156 
1995-96 353 
1996-97 439 
1997-98 496 
1998-99 450 
1999-00 506 
2000-01 527 
. 3.1 
[Is in India (Year-wise 
Year Number of Registered FII 
2001-02 490 
2002-03 502 
2003-04 540 
2004-05 685 
2005-06 882 
2006-07 997 
2007-08 1319 
2008-09 1635 
2009-10 1713 
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Graph 3.1 
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Source: Self complied from SEBI data 
their influence on the domestic financial markets, understanding the behavior of 
the flows becomes very important especially at time liberalizing the capital 
account. International capital flows have significant potential benefits for 
economies around the world. Countries with sound macroeconomic policies and 
well-functioning institutions are in the best position to reap the benefits of capital 
flows and minimize the risks. 
International capital flows have increased dramatically since the 1980s. 
During the 1990s gross capital flows between industrial countries rose by 300 per 
cent, while trade flows increased by 63 per cent. Much of the increase in capital 
flows is due to trade in equity and debt markets, with the result that the 
international pattern of asset ownership. The integration of debt and equity 
115 
Chapter 3- Foreign Institutional Investors in Indian Stock Market Since 2000 
markets should have been accompanied by a short period of large capital flows 
as investors re-allocated their portfolios towards foreign debt and equity. 
3.3 Classification of Foreign Investment 
3.3.1 Direct Investment (Foreign Direct Investment) 
FDI has become a key component of national development strategies for 
all most all the countries over the Globe. FDI is considered to be an essential tool 
for jump starting economic growth through its bolstering of domestic capital, 
productivity, and employment. Reliance on FDI is rising heavily due to its all 
round contribution to the economy. The important effect of FDI is its 
contributions to the growth of the economy. FDI has an impact on country's 
trade balance, increasing labour standards and skills, transfer of new technology 
and innovative ideas, improving infrastructure, skills and the general business 
climate. 
FDI is considered to be the lifeblood for economic development as far as 
the developing nations are concerned. FDI to developing countries in the 1990s 
was the leading source of external financing. The rise in FDI volume was 
accompanied by a marked change in its composition. That is investment taking 
the form of acquisition of existing assets (mergers and acquisitions) grew much 
more rapidly than investment in new assets particularly in countries undertaking 
extensive privatization of public enterprises. 
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3.3.2 Indirect Investment (Foreign Institutional Investment) 
Foreign Institutional investors (FIIs) are entities established or 
incorporated outside India and make proposals for investments in India. These 
investment proposals by the FIIs are made on behalf of sub accounts, which may 
include foreign corporates, individuals, funds etc. In order to act as a banker to 
the Flls, the RBI has designated banks that are authorized to deal with them. The 
biggest source through which FIIs invest is the issuance of Participatory Notes 
(P-Notes), which are also known as Offshore Derivatives. 
fills can invest in the stocks and debentures of the Indian companies. In 
order to invest in the primary and secondary capital markets in India, they have 
to venture through the portfolio investment scheme (PIS). According to RBI 
regulations, the ceiling for overall investment for FIIs is 24% of the paid up 
capital of the Indian company. The limit is 20"' of the paid up capital in the case 
of public sector banks. However, if the board and the general body approve and 
pass a special resolution, then the ceiling of 24% for FII investment can be raised 
up to sectoral cap for that particular segment. In fact, recently SEBI allowed FIIs 
to invest in unlisted exchanges as well, which means both BSE and NSE (the 
unlisted bourses) can now allot shares to FIIs also. 
There is a long list of entities that are eligible to get registered as FIIs such 
as pension funds, mutual funds, insurance companies, investment trusts, banks, 
university funds, endowments, foundations, sovereign wealth funds, hedge 
funds and charitable trusts. In fact, asset management companies, investment 
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managers, advisors or institutional portfolio managers set up and/or owned by 
~IRIs are also eligible to be registered as FIIs. 
The nodal point for FIT registrations is SEBI and hence all Fils must 
register themselves with SF.BI and should also comply with the exchange control 
regulations of the central hank. Apart from being allowed to invest in securities 
in primary and secondary markets, FIis can also invest in mutual funds, dated 
government securities, derivatives traded on a recognized stock exchange and 
commercial papers.2 
Flls are among the major sources of liquidity for the Indian markets. If 
Flls are investing huge amounts in the Indian stock exchanges then it reflects 
their high confidence and a healthy investor sentiment for our markets. But with 
the current global financial turmoil and a liquidity and credit freeze in the 
international markets, Flls have become net sellers (on a day to day basis). The 
entry of FIIs in India has brought mixed consequences for our markets, on one 
hand they have improved the breadth and depth of Indian markets and on the 
other hand they have also become the major sources of speculation in testing 
times like these. 
3.4 Distinguish between FII & FDI 
FDI and Fils are two important sources of foreign financial flows into a 
country. FDI (Foreign Direct Investment) the acquisition abroad of physical 
assets such as plant and equipment, with operating control residing in the parent 
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corporation. It is an investment made to acquire a lasting management interest 
(usually 10 percent of voting stock) in an enterprise operating in a country other 
than that of the investor, the investor's purpose being an effective voice in the 
management of the enterprise. It includes equity capital, reinvestment of 
earnings, other long term capital, and short-term capital. Usually countries 
regulate such investments through their periodic policies. In India such 
regulation is usually done by the Finance Ministry at the Centre through the 
Foreign Investment Promotion Board). 
3.4.1 Types of Investments 
FDI typically brings along with the financial investment, access to modern 
technologies and export market. The impact of the FDI in India is far more than 
that of FII largely' because the former would generally involve setting up of 
production base - factories, power plant, telecom networks, etc. that enables 
direct generation cif employment. There is also multiplier effect on the back of the 
FDI because of further domestic investment in related downstream and 
upstream projects and a host of other services. Korean Steel maker Posco's US$ 8 
billion steel plant in Orissa would be the largest FDI in India once it commences. 
%laruti Suzuki has been an exemplary case in the India's experience. However, 
the issue is that it puts an impact on local entrepreneur as he may not he able to 
always successfully compete in the face of superior technology and financial 
power of the foreign investor. Therefore, it is often regulated that Foreign Direct 
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Investments should ensure minimum level of local content, have export 
commitment from the investor and ensure foreign technology transfer to India. 
FII investments into a country are usually not associated with the direct benefits 
in terms of creating real investments. However, they provide large amounts of 
capital through the markets. The indirect benefits of the market include 
alignment of local practices to international standards in trading, risk 
management, new instruments and equities research. These enable markets to 
become more deep, liquid, feeding in more information into prices resulting in a 
better allocation of capital to globally competitive sectors of the economy. Since, 
these portfolio flows can technically reverse at any time, the need for adequate 
and appropriate economic regulations are imperative. 
3.4.2 Government's Preference 
FDI is preferred over PII investments since it is considered to be the most 
beneficial form of foreign investment for the economy as a whole. Direct 
investment targets a specific enterprise, with the aim of enhancing capacity and 
productivity or changing its management control. Direct investment to create or 
augment capacity ensures that the capital inflow translates into additional 
production. In the case of FIl investment that flows into the secondary market, 
the effect is to increase capital availability in general, rather than availability of 
capital to a particular enterprise. Translating an FIT inflow into additional 
production depends on production decisions by someone other than the foreign 
investor — some local investor has to draw upon the additional capital made 
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available via FII inflows to augment production. In the case of FDI that flows in 
for acquiring an existing asset, no addition to production capacity takes place as 
a direct result of the FDI inflow. Just like in the case of FIt inflows, in this case 
too, addition to production capacity does not result from the action of the foreign 
investor - the domestic seller has to invest the proceeds of the sale in a manner 
that augments capacity or productivity for the foreign capital inflow to boost 
domestic production. There is a widespread notion that Flf inflows are hot 
money — that it comes and goes, creating volatility in the stock market and 
exchange rates. While this might be true of individual funds, cumulatively, Flt 
inflows have only provided net inflows of capital 
3A.3 Stability 
FDI tends to be much more stable than FII inflows. Moreover, FDI brings 
not just capital but also better management and governance practices and, often, 
technology transfer. The knowhow thus transferred along with FDI is often more 
crucial than the capital per se. No such benefit accrues in the case of FII inflows, 
although the search by FITS for credible investment options has tended to 
improve accounting and governance practices among listed Indian companies. 
The other difference between FII and FDI are follows: 
(3). According to the International Monetary Fund's Balance of payments, FDI is 
the category of international investment that reflects the objective of obtaining a 
lasting interest by a resident entity in one economy in an enterprise resident in 
another economy. The lasting interest implies the existence of a long-term 
121 
Chapter 3-Foreign Institutiona I Investors in Indian Stock Market Since 2000 
relationship between the direct investor and the enterprise and a significant 
degree of influence by the investor in the management of the enterprise. 
According to EU law, foreign investment is labeled direct investment, when the 
investors buys more than 10 percent of the investment target, and portfolio 
investment when the acquired stake is less than 10 percent. Institutional 
investors on the other hand are specialized financial intermediaries managing 
savings collecting on behalf of investors, especially small investors, towards 
specific objectives in terms of risk, returns and maturity of claims3. 
(2). While permitting foreign firms/high net worth individuals in Feb, 2000 to 
invest through SEBI registered FIf/domestic fund managers, it was noted that 
there was a clear distinction between portfolio investments and FDI. The basic 
presumption is that FIIs are not interested in management control. To allay fears 
of management control being exercised by portfolio investors, it was noted that 
adequate safety nets were in force, for example (a) transaction of business in 
securities on the stock exchanges are only through stock brokers who have been 
granted a certificate by SERI, (b) every transaction is settled through a custodian 
who is under obligation to report to SEBI and RBI for all transactions on a daily 
basis, (c) provisions of SEBI (substantial acquisition of shares and takeovers) 
Regulations 1997, and (d) monitoring of sectoral caps by RBI on a daily basis. 
(3). There is often a popular preference for FDI over FIl on the assumption that 
FIls are fair-weather friends who came when there is money to be made and 
leave at the first sign of impending trouble. FDI, by contrast have a lasting 
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interest in their company and stay with it through thick or thin. While there is 
some justified strength in this preference, some further arguments need to be 
taken into account while exercising the choice. First, all portfolio investors, 
whether domestic or foreign are fair weather friends and exit as soon as there is 
evidence that they will lose money by staying invested in particular company. 
Extending the logic of FDI over FII leads to the prescription of preferring 
strategic domestic investors over domestic portfolio investors. Second, the 
strength of domestic home-grown entrepreneurship in India is widely 
acknowledged. Because of this strength, some commentators describe the Indian 
growth process as an organic one. This entrepreneur class may prefer to have 
portfolio investors who share the project and business risk without interfering in 
the critical management decisions of the company. Thus, there may be a 
preference for FII over FDI as far as this class is concerned. This preference has a 
close analogy with the choice between allowing a strategic investor to have 
management control in a public sector company and allowing a diversified 
mutual fund to hold a large part of the shares of such a company. Finally, if there 
is intent to encourage FDi, then this constitutes a case for easing restrictions upon 
FDI style control oriented purchases by portfolio investors which is done 
through FII. 
(4). Net FDI flows into India have remained small. Either when compared with 
Indian GDP or when compared to global FDI flows. In contrast with the Chinese 
experience, relatively little FDI has come into India in setting up factories which 
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are part of global production chains. This may be associated with infirmities of 
Indian indirect taxes and transportation infrastructure. India is more important 
as a platform for services production as a part of global production chains, where 
difficulties of indirect taxes and transportation infrastructure are less important. 
However, services production is less capital intensive, and induces smaller net 
FDI flows. Given the size of the Indian economy, and the relative lack of 
correlation with the global business cycle, Indian equities have had low 
correlations with global risk factors, In addition India has fared well in creating 
the Institutional mechanism of a modern, liquid equity market; Through these 
factors portfolio flows have predominated. India's share in global portfolio flows 
is higher than India's share in global FDI flows, and net portfolio flows are 
substantial compared to India's GDP; 
3.5 Registration Process of FIIs 
Every FII is required to obtain a certificate by SEBI for dealing in securities. 
SEBI grants the certificate SEBI by taking into account the following criteria: 
i) The applicant's track record, professional competence, financial 
soundness, experience, general reputation of fairness and integrity. 
ii) Whether the applicant is regulated by an appropriate foreign 
regulatory- authority. 
iii) Whether the applicant has been granted permission under the 
provisions of the Foreign Exchange Regulation Act, 1973 (46 of 1973) 
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by the Reserve Bank of India for making investments in India as a 
Foreign Institutional Investor. 
iv) Whether the applicant is a) an institution established or incorporated 
outside India as a pension fund, mutual fund, investment trust, 
insurance company or reinsurance company. 
(b) An International or Multilateral Organization or an agency thereof 
or a Foreign Governmental Agency or a Foreign Central Bank. (c) an 
asset management company, investment manager or advisor, nominee 
company, bank or institutional portfolio manager, established or 
incorporated outside India and proposing to make investments in 
India on behalf of broad based funds and its proprietary funds in if 
any or (d) university fund, endowments, foundations or charitable 
trusts or charitable societies. 
v) Whether the grant of certificate to the applicant is in the interest of the 
development of the securities market. 
vi) Whether the applicant is a fit and proper person. 
The SEBIs initial registration is valid for a period of three years from the date of 
its grant of renewals. 
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3.5.1 SEBI's Conditions and Restrictions for FIIs Investment: 
A Foreign Institutional Investor may invest only in the following:- 
(a) Securities in the primary and secondary markets including shares, 
debentures and warrants of companies, unlisted, listed or to be listed 
on a recognized stock exchange in India. 
(b) units of schemes floated by domestic mutual funds including Unit 
Trust of India, whether listed or not listed on a recognized stock 
exchange. 
(c) Dated Government securities. 
(i) 	Derivatives traded on a recognized stock exchange. 
(e) Commercial paper. 
(f) Security receipts. 
The total investments in equity and equity related instruments (including fully 
convertible debentures, convertible portion of partially convertible debentures 
and tradable warrants) made by a Foreign Institutional Investor in India, 
whether on his own account or on account of his sub- accounts, should not be 
less than seventy per cent of the aggregate of all the investments of the Foreign 
Institutional Investor in India, made on his own account and on account of his 
sub-accounts. However, this is not applicable to any investment of the foreign 
institutional investor either on its own account or on behalf of its sub-accounts in 
debt securities which are unlisted or listed or to be listed on any stock exchange 
if the prior approval of the SEBI has been obtained for such investments. Further, 
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SEBI while granting approval for the investments may impose conditions as are 
necessary with respect to the maximum amount which can be invested in the 
debt securities by the foreign institutional investor on its own account or through 
its sub-accounts. A foreign corporate or individual is not eligible to invest 
through the hundred percent debt route. 
Even investments made by FIIs in security receipts issued by securitization 
companies or asset reconstruction companies under the Securitization and 
Reconstruction of Financial Assets and Enforcement of Security Interest Act, 2002 
are not eligible for the making investment in security receipts on behalf of its 
sub-account6. 
3.5.2 Prohibitions on Investments: 
Foreign Institutional Investors are not permitted to invest in equity issued by 
an Asset Reconstruction Company. They are also not allowed to invest in any 
company which is engaged or proposes to engage in the following activities: 
• Business of chit fund 
• Nidhi Company 
• Agricultural or plantation activities 
• Real estate business or construction of farm houses (real estate business 
does not include development of townships, construction of 
residential/ commercial premises, roads or bridges). 
• Trading in Transferable Development Rights (TDRs)7. 
127 
Chapter 3- Foreign Institutional Investors in Indian Stock Market Since 2000 
3.6 Channels of Foreign Institutional Investments in India: 
Portfolio investments in India include investments in American 
Depository Receipts (ADRs)/ Global Depository Receipts (GDRs), Foreign 
Institutional Investments and investments in offshore funds. Before 1992, only 
Non-Resident Indians (NRIs) and Overseas Corporate Bodies were allowed to 
undertake portfolio investments in India. Thereafter, the Indian stock markets 
were opened up for direct participation by FlIs. They were allowed to invest in 
all the securities traded on the primary and the secondary market including the 
equity and other securities/instruments of companies listed/to be listed on stock 
exchanges in India. 
3.7 Entities which can register as FIIs in India: 
Entities who propose to invest their proprietary funds or on behalf of "broad 
based" funds (fund having more than twenty investors with no single investor 
holding more than 10 per cent of the shares or units of the fund) or foreign 
corporate and individuals and belong to any of following categories can be 
registered for Foreign Institutional Investors (FIIs). 
• Pension Funds 
• Mutual Funds 
• Investment Trust 
• Insurance or reinsurance companies 
• Endowment Funds 
128 
Chapter 3- Foreign: Institutional Investors in Indian Stock Market Since 2000 
• University Funds 
• Foundations or Charitable Trusts or Charitable Societies who propose to 
invest on their own behalf 
• Asset Management Companies 
• Nominee Companies 
• Institutional Portfolio Managers 
• Trustees 
• Power of Attorney Holders 
• Banks 
• Foreign Government Agency 
• Foreign Central Bank 
• International or Multilateral Organization 
• An Agency thereof8. 
Some of the above mentioned types are described below on next page 
3.7.1 Pension funds: A pension fund is a pool of assets that form an 
independent legal entity that are bought with the contributions to a pension plan 
for the exclusive purpose of financing pension plan benefits. It manages pension 
and health benefits for employees, retirees, and their families. 
3.7.2 Mutual funds: A mutual fund is a professionally managed type of 
collective investment scheme that pools money from many investors and invests 
it in stocks, bonds, short-term money market instruments, or other such 
securities. The mutual fund will have a fund manager that trades the pooled 
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money on a regular basis. The net proceeds or losses are then distributed to the 
investors. 
3.7.3 Investment trust: An Investment trust is a form of collective investment. 
Investment trusts are closed-end funds and are constituted as public limited 
companies. A collective investment scheme is a way of investing money with 
others to participate in a wider range of investments than feasible for most 
individual investors, and to share the costs and benefits of doing so. 
3.7.4 Investment banks: An investment bank is a financial institution that 
raises capital, trades in securities and manages corporate mergers and 
acquisitions. Investment banks profit from companies and governments by 
raising money through issuing and selling securities in capital markets (both 
equity, debt) and insuring bonds (e.g. selling credit default swaps), as well as 
providing advice on transactions such as mergers and acquisitions. 
3.7.5 Hedge funds: A hedge fund is an investment fund open to a limited range 
of investors that is permitted by regulators to undertake a wider range of 
investment and trading activities than other investment funds, and that in 
general, pays a performance fee to its investment manager. Every hedge fund has 
its own investment strategy that determines the type of investments and the 
methods of investment it undertakes. Hedge funds, as a class, invest in a broad 
range of investments including shares, debt and commodities. Many hedge 
funds investments in India were facilitated by global investors like Japan's hedge 
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funds borrowed at near zero interest rates parent country and investing the 
proceeds in High interest markets like Indian markets. 
3.7.6 University Fund: The purpose of investments of these funds is to establish 
an asset mix for each of the University funds according to the individual fund's 
spending obligations, objectives, and liquidity requirements. It consists of the 
University's endowed trust funds or other funds of a permanent or long-term 
nature. In addition, external funds may be invested including funds of affiliated 
organizations and funds where the University is a beneficiary. 
3.7.7 Endowment fund: It is a transfer of money or property donated to an 
institution, usually with the stipulation that it be invested, and the principal 
remain intact in perpetuity or for a defined time period. This allows for the 
donation to have an impact over a longer period of time than if it were spent all 
at once. 
3.7.8 Insurance Funds: An insurance company's contract may offer a choice of 
unit-linked funds to invest in. All types of life assurance and insurers pension 
plans, both single premium and regular premium policies offer these funds. They 
facilitate access to wide range and types of assets for different types of investors. 
3.7.9 Asset Management Company: An asset management company is an 
investment management firm that invests the pooled funds of retail investors in 
securities in line with the stated investment objectives. For a fee, the investment 
company provides more diversification, liquidity, and professional management 
consulting service than is normally available to individual investors. The 
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diversification of portfolio is done by investing in such securities which are 
inversely correlated to each other. They collect money from investors by way of 
floating various mutual fund schemes. 
3.7.10 Nominee Company: Company formed by a hank or other fiduciary 
organization to hold and administer securities or other assets as a custodian 
(registered owner) on behalf of an actual owner (beneficial owner) under a 
custodial agreement. 
3.7.11 Charitable Trusts or Charitable Societies: A trust created for 
advancement of education, promotion of public health and comfort, relief of 
poverty, furtherance of religion, or any other purpose regarded as charitable in 
law. Benevolent and philanthropic purposes are not necessarily charitable unless 
they are solely and exclusively for the benefit of public or a class or section of it. 
Charitable trusts (unlike private or non-charitable trust) can have perpetual 
existence and are not subject to laws against perpetuity. They are wholly or 
partially exempt from almost all taxes. 
Foreign Institutional Investors are the primary source of portfolio investment in 
India. In September 1992, the government of India announced the opening of the 
country's stock markets to direct participation by FIIs through guidelines for 
Foreign Institutional Investment. In November 1995, the SEBI (Foreign 
Institutional Investors) Regulations, 1995 had been notified, which were largely 
based on the earlier guideline. The regulations require Foreign Institutional 
Investors to register with SEBI and to obtain approval from the Reserve Bank of 
132 
Chapter 3- Foreign Institutional Investors in Indian Stock Market Since 2000 
India under the Foreign Exchange Regulations Act, 1973 to enable them to buy 
and sell securities, to open foreign currency and rupee bank accounts and to 
remit and repatriate funds. 
One category of institutional investors eligible for registration as Foreign 
Institutional Investors who propose to invest on their own behalf includes 
Pension Funds, Mutual Funds, Investment Trusts, Insurance Companies, 
Endowment Funds, University Funds, Foundations or Charitable Trusts or 
Charitable Societies. The other category of foreign institutional investors, who 
propose to invest their proprietary funds or on behalf of 'broad based" funds 
which are registered with SEBI as sub-accounts of the FIls include Asset 
Management Companies, Investment Advisors, Nominee Companies, 
Institutional Portfolio Managers, Trustees and Power of Attorney Holders. 
It is important to note that apart from fulfilling some conditions under 
Regulations 6 of SEBI (Foreign Institutional Investors) Regulations, 1995, such as 
permission under the provision of the Foreign Exchange Regulation Act, 1973 
(presently under Foreign Exchange Management Act, 2000) from the Reserve 
Bank of India and satisfaction of the "Fit and Proper" guidelines issued by SEBI, 
SEBI would also consider whether the grant of registration is in the interest of the 
development of the securities market1° Foreign Institutional Investors may 
invest in Indian stock market through two routes: Equity Investment route and 
100° Debt route. 
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In the case of equity route, the Foreign Institutional Investors can invest in the 
securities in the primary and secondary market, units floated by the Unit Trust of 
India and other domestic mutual funds and warrants. In the case of debt route, 
the Foreign Institutional Investors can invest in debentures, bonds, dated 
government securities, treasury bills and other debt market instruments. 
Foreign Institutional Investors (investing on own behalf) or a sub account can 
hold up to 10% of paid-up Equity Capital of any Company. The total investments 
by Foreign Institutional Investors and Sub accounts in any Indian Company 
cannot exceed 40% of its total paid-up Capital. However, this is subject to 
(a) Approval by the board of directors of the company to the enhanced Limit 
up to 40% 
(b) A Special resolution passed by the general body of the company 
approving the enhanced limit up to 40% 
The 40% limit does not include investments made by the Foreign Institutional 
Investors outside the Portfolio Investment route, i.e. through the direct 
investment approval process. Investment made offshore through purchases of 
Global Depository Receipts and convertibles are also excluded. 
The overall investments limit is monitored by Reserve Bank of India. When the 
overall Foreign Institutional Investors investment level reaches 38% in a 
company, Reserve Bank of India gives a caution notice. Subsequently, all 
purchases have to be done by prior approval of Reserve Bank of India, However, 
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for Public Sector Banks (except HDFC Bank), the investment limit is 20% and the 
trigger point is 18°0. 
Foreign Institutional Investors can make 100% investments in debt securities 
subject to specific approval from SEBI as a separate category of Foreign 
Institutional Investors or sub-accounts. Foreign Institutional Investors 
investments in debt through the 100% debt route to subject to an overall cap 
under the category of external commercial borrowings. SEBI allocates individual 
ceilings to Foreign Institutional or sub-accounts within this overall limit on the 
basis of their track record or experience in debt markets. Foreign Institutional 
Investors investing through the 100% debt route may either invest proprietary 
funds or a behalf of broad based funds. There is no limit on investments in the 
debt securities of any particular issuer. Foreign Institutional Investors are 
permitted to invest in derivative contracts, which are traded on a recognized 
stock exchange. 
Foreign Institutional Investors have to pay tax at the rate of 10% on long-term 
capital gains (capital gain on the sale of securities held for a period more than 
one year is termed as long-term capital gain), at 30°0 on short-term capital gains 
(capital gains on the sale of securities held for a period of less than one year is 
termed as short-term capital gain) and at the rate of 20% on interest income. 
The amount invested by Foreign Institutional Investors is fully convertible. For 
this purpose Foreign Institutional Investors are enquired to seek permission from 
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the Reserve Bank of India under the Foreign Exchange Regulations Act, 1973. 
This is procured by SEBI. 
The stock lending scheme was introduced by SEBI in 1996. The Foreign 
Institutional Investors, which are active participants in the Indian securities, have 
been allowed to lend stocks through an approved intermediary. However, 
presently the Foreign Institutional Investors are not permitted to borrow 
securities, which could result into covered short sales, by the Foreign 
Institutional Investors. 
While announcing the policy measures relating to the Government securities 
market in the credit policy announcement an April 29, 1998. The RBI allowed FIIs 
to invest in treasury bills within the overall approved debt ceiling. A previous 
amendment in 1997 had permitted FIIs to invest in proprietary funds and also to 
invest in dated government securities. The Finance Minister in his budget speech 
for 1998-99 announced that Foreign Institutional Investors investing through the 
100 percent debt route would be permitted to invest in unlisted securities. 
Amendments to this effect have been approved and notified by the SEBI. The 
SEBI (Foreign Institutional Investors) Regulations, 1995 require Flls to enter into 
secondary market transactions only through stockbrokers registered with SEBI. 
To facilitate the participation of Fils in open offers, the FIIs have now been 
permitted to tender their securities directly in response to an open offer made in 
terms of SEBI (Substantial Acquisition of Shares and Takeover) Regulations, 
1997. 
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His are potential participants in the derivatives markets; it was felt that the 
presence of FIls and domestic institutions would be crucial to the success of the 
market. it was; therefore, decided to permit PIIs to buy and sell derivative 
contracts traded on a stock exchange. 
In terms of regulations 12 and 13 of the SEBI (Foreign Institutional Investors) 
Regulations, 1995, FlIs may invest on behalf of sub-accounts which are registered 
with SEBI. When considering an application for registration of sub-accounts, the 
Regulations required submission of detailed information for registration. Under 
this procedure, considerable time was sometimes taken in determining whether 
the applicant was "broad based" as required by the Regulations. To simplify the 
registration process for sub-accounts it has been decided that the determination 
of fulfillment of broad base criteria be done by the Foreign Institutional 
Investors itself and a declaration to this effect be submitted to SEBI. The 
Regulations have been amended to incorporate a simplified format for 
registration of sub-accounts under which registration is now granted within 
three days of receipt of application. 
With a view to expand the Foreign Institutional Investors, it has been decided by 
the government to permit the following categories of investors and arrangements 
to invest through the Ff1 Portfolio Investment route" 
(a) to permit foreign corporate and high net worth individuals to invest 
through SERI registered His, such investment will be subject to a sub-limit 
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of 5% within the aggregate limit for FII portfolio investments of 40% in a 
single company; and 
(b) to permit SEBI registered domestic fund managers to manage foreign 
funds for investments in the Indian capital market through the portfolio 
investment route provided the funds are channeled through 
internationally recognized financial institutions and subject to the 
reporting requirements as applicable to FIIs. 
3.S Salient Features of FIIs: 
3.8.1 FIIs including pension funds, mutual fwids, investment trust, asset 
management 	companies, 	Nominee 	Company, 	bank, 
incorporated/institutional portfolio manager or their power of attorney 
holder (providing discretionary and non discretionary portfolio 
management services) would be welcomed to make investments under 
the new guidelines. Investment in all securities traded on the primary and 
secondary markets including the equity and other securities/instruments 
of companies which are listed/ to be listed on the stock exchanges in India 
including the OTC exchange of India is permitted. The instrument 
includes shares, debentures, warrants, and scheme floated by domestic 
mutual funds. Government may even add further categories of securities 
from time to time. 
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3.8.2 FIIs would be required to obtain an initial registration with SERI to 
enter the market nominee companies, affiliated and subsidiary 
companies of an FII will be treated as separate His for registration 
and may seek separate registration with SEBI. 
3.8.3 Since there are foreign exchange controls in force, FIIs shall also 
seek various permissions under FERA from the RBI, both SERI and 
RBI registration will be under a single window approach. 
3.8.4 FIIs seeking initial registration with SEBI shall be required to hold a 
registration from the securities commission or such other 
regulatory organization for the stock market in their country of 
domicile! incorporation. 
3.8.5 SEBI's initial registration would be valid for 5 years. RBI's general 
permission under FERA to the FIT will also hold well for five years, 
both will be renewable for similar five periods later on. 
3.8.6 Under the FERA permission, FIIs will be able to buy, sell and 
realize capital gains on investments made through the initial 
corpus remitted to India, subscribe/renounce rights offering of 
shares invest on all recognized stock exchanges through a 
designated bank branch and appoint a domestic custodian for 
custody of the investment. 
3.8.7 The general permission from the RBI will enable the FIIs to: 
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i. Open foreign currency account(s) in a designated batik (there can 
be more than one account in the same bank branch, in different 
currencies, if so required by the FII for its operational purpose). 
ii. Open a special non-resident rupee account to which all receipts 
from the capital inflows, sale proceeds of shares dividends and 
interest could be credited. 
iii. Transfer sums from the foreign currency accounts to the rupee 
accounts and vice-versa, at the market rates of exchange. 
iv. Make investment in securities in India out of the balances in the 
rupee accounts. 
v. Transfer repatriable (after lax) proceeds from the rupee account to 
the foreign currency accounts. 
vi. Repatriate the capital, capital gains, dividends, income received by 
the way of interest etc; and any compensation received towards 
sale/renouncement of rights offering of shares subject to the 
designated branch of a bank/custodian being authorized to deduct 
withholding tax on capital gains and arranging to pay such tax and 
remitting the net proceeds at market rates of exchange. 
vii. Register F[I's holding without any further clearance under FERA. 
viii. Register FIPs holding without any further clearance under FERA. 
3.8.8 There would be no restrictions on the volume of investment-minimum or 
maximum for the purpose of entry FIIs in the primary/secondary 
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markets and also on the lock in period described for the purpose of such 
investments made by Flls, however, portfolio investment in primary and 
secondary markets will be subjected to ceiling of 24% of issued share 
capital for the total holding of all registered FIIs in any one company. 
Conversions, out of the fully and partly convertible debentures issued 
by the company will also be taken into account for the purpose. The 
holding of a single FIT in any company would be subject to a ceiling of 
5% of total issued share capital for which purpose, holding of an EII 
group will be counted as holdings of a single FIT. 
.8.9 The maximum holding of 24 % for all non-residential portfolio investments 
including those of the registered. His will also include NRI corporate and 
non-corporate investments, but will not include; direct foreign investment 
(which are permitted up to 51% or 74% or even full in all priority sector) 
and investments by FIts through the following alternatives offshore 
single/regional funds, global depository receipts and euro convertibles. 
1.8.10 Disinvestment will he allowed only through stock exchanges in India 
including OTCEI. SEBI may permit sales other than through stock 
exchanges, provided the sale prices are not significantly different from the 
stock market quotations, where available. 
3.8.11 All secondary market operations would he only through the recognized 
intermediaries on the Indian stock exchange including OTCEI. Flls would 
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not be expected to take delivery of purchased and give delivery of sold 
securities. 
3.8.12 FlIs can appoint a custodian for confirmation of transaction, settlement, 
purchase and sale of securities approved by SERI such a custodian shall 
establish separate accounts for detailing on a daily basis the investment 
capital utilization and securities held by each FII for which it is acting as 
custodian will report to the RBI and SESI semi-annually, as part of their 
disclosure and reporting guidelines. 
3.8.13 RBI may at any time request by an order, a registered Fit to submit 
information regarding records of the utilization of the inward remittances 
of investment capital and the statement of its securities transactions. RBI 
and for SEBI may also any time conduct a direct inspection of the records 
and accounting books of a registered FII. 
3.8.14 Flls investing under this scheme will benefit from a concessional tax 
regime of a flat tax rate of 20% on dividend and interest income and a tax 
rate of 10% on long-term (one or more year) capital gains. 
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3.9 Periodical Order of important regulations related to FIIs: 
3.9.1 Panel A: 1995 to 1996: 
November-95: SEBI empowered by the Securities and Exchange Board of 
India Act, 1992 institutionalized the FII regulations, known as the 
Securities and Exchange Board of India (Foreign Institutional Investors) 
Regulations, November 14, 1995, allowing Pension Funds, Mutual Funds 
or Investment Trusts, incorporated outside India; any Asset Management 
Company or Nominee Company, Bank or Institutional Portfolio -Manager, 
established or incorporated outside India and proposing to make 
investments in India on behalf of broad based funds any Trustee or Power 
of Attorney holder, Incorporated or established outside India, and 
proposing to make Investments in India on behalf of broad based funds to 
apply for Fll Status to carry out trading in equities and debentures listed 
on the Indian stock exchanges. 
October-96: University fund, endowments, foundations or charitable 
trusts or Charitable societies were considered eligible for being registered 
as Flls; FIIs were allowed to invest in unlisted companies; Equity share 
investment on own account and on behalf of subaccounts Increases to 10 
from 5 per cent, of total capital issue of Company. Custodians asked to 
become members of the clearing houses / Clearing corporations of the 
stock exchange(s) and participate in the Clearing and settlement process 
through the clearing house/clearing Corporation for all securities. 
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Feburary-97: Proprietary funds were included as eligible FIls (for FII and 
subaccount) 
November-97: SEBI allowed institutional investors, FIIs, stock brokers, 
stock Exchanges etc. to make use of the facility of warehousing of trades. 
December-97: His mandated to meet certain criteria of proving to be a fit 
and proper person. Mandatory for FT[s having securities of Rs.10 crows or 
more, as on the latest balance sheet date, to settle their transactions only 
through dematerialized securities from January 15, 1998. 
April-98: The gilts market was opened up to FII investment. Investments 
in Treasury bills and dated Government Securities were allowed within 
the overall approved debt ceilings. Stock lending permitted through an 
approved intermediary in Accordance with stock lending scheme 
June-98: FIIs allowed to invest in unlisted companies through the 100 per 
cent debt route FIIs asked to tender their securities directly in response to 
an open offer made in terms of the SERI (Substantial Acquisition of Shares 
and Takeovers) Regulations, 1997; Flls allowed to buy and sell derivative 
(index futures) contracts traded on a stock exchange; FIIs permitted to 
trade in derivatives without requiring to take or give delivery; 
Transactions among FIIs with respect to Indian stocks would no longer 
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require the post facto confirmation from RBI; Process of approval of sub-
accounts of registered FIIs simplified. 
Trigger point limit for investments in Indian companies by 
FIIs/NRIs/OCBs under the portfolio scheme was raised by 2 percentile 
points; ADs were to be permitted to provide forward cover to FIIs in 
respect of their fresh investments in India, in equity, effective June 12, 
1998. ADs were to be allowed to extend forward cover facility to His to 
cover the appreciation in the market value of their existing investments in 
India. The amount eligible for cover would be the (i) difference between 
the market value of their investments as at the close of business on June 
11, 1998 (converted at the RBI reference rate of Rs.42.38 per US Dollar) and 
the market value of investments at the fine of providing the cover 
converted at the current rate; or (ii) fresh inflows (including reinvestments 
of cash balances lying in the accounts of the PIIs at the close of business on 
June 11,1998) since June 11,1998, whichever is higher. ADs were given the 
option of extending the cover fund-wise or ELI-wise according to their 
operational feasibility. The same facility was extended to NRIs/OCBs for 
their portfolio investments, effective June 16, 199512. 
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3.9.2 Panel B: 1999 onwards 
16-April 1999: In respect of investments in the secondary market, FIIs 
were allowed to participate in open offers in accordance with take-over 
codes; in case of an open offer by a company to buy-back its securities, the 
FlIs may sell the securities held by it to such company in accordance with 
the SEBI (Buy-Back of securities) Regulations, 1998. 
24-April 1999: Cut-off date for providing forward exchange cover to PIIs 
in respect of their equity investment was changed from June 11, 1998 to 
March 31,1999 and Authorized Dealers (ADS) were permitted to provide 
forward exchange cover to FlIs to the extent of 15 per cent of their 
outstanding equity investment as at the close of business on 
March 31, 1999: as well as for the entire amount of any additional 
investment made after March 31, 1999. Existing forward contracts booked 
in accordance with earlier instructions are allowed to continue even if the 
amount thereof exceeded 15 per cent of the value of investment as on 
March 31, 1999. The RBI would also consider requests from Fits for 
additional limits on case by case basis after the eligible limits have been 
fully utilized. 
29-Febarary 2000: A domestic portfolio manager or domestic asset 
management company were made eligible to be registered as a foreign 
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institutional investor to manage the funds of sub-accounts, provided the 
applicant is an approved asset management company or a registered 
portfolio manager and that the approval or registration is valid and no 
disciplinary proceeding is pending before the Board against such 
applicant. In case of foreign corporate or individuals, investing in equity, 
each of such sub-account (substituted for all sub accounts together) shall 
not invest more than 5% of the total issued capital, within the aggregate 
limit of 24%, of the company in which such investment is made. Non-
resident Indians (NRIs) and overseas corporate bodies (OCBs) registered 
with RBl shall not he eligible to invest as sub-account or as foreign 
institutional investor. 
28-March 2000; Any person aggrieved by an order of the Board made, on 
and after the commencement of the Securities Laws (Second Amendment) 
Act, 1999, (i.e., after 16th December 1999), under these regulations may 
prefer an appeal to a Securities Appellate Tribunal having jurisdiction in 
the matter. The SAT replaces the Central Government for this purpose. 
24-April 2000: Indian companies (other than banking companies) 
including those which have already enhanced the aggregate ceiling from 
the normal level of 24% to 30% were permitted to enhance the aggregate 
ceiling on AI[ investment up to 40% of the issued and paid-up capital. 
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28-November 2000: 5E51 simplified the procedures for His permitting 
them to execute clients' orders immediately and do the registration later 
within a day or two. The move will help the FIIs to proceed with 
execution of requests of clients, who are mostly from outside the country 
without waiting for SEBI clearance for each transaction. 
28-Feburary 2001: Increased the ceiling for investment by FIls from 40% to 
49% with the approval of the shareholders through a special resolution in 
the General Body Meeting. FIls were initially allowed to invest in a 
company under the portfolio investment route up to 24% of the paid up 
capital of the company. This was previously allowed to be increased to 
40% with the approval of the General Body of the shareholders by a 
special resolution. 
20-September 2001: In consultation with the Government, RBI permitted 
Indian companies to increase the FII investment limit up to the sectoral 
cap/statutory ceiling, as applicable. 
27-Feburary 2002: FIIs permitted to trade in all exchange traded derivative 
contracts; FII portfolio investments will not he subject to the sectoral limits 
applicable for FDI except in specified sectors. 
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10-December 2002; Every applicant eligible for grant of a certificate under 
Regulation 7 shall pay a registration fee of US$ 5,000 [reduced from "US $ 
10,000]. 
28-August 2003: Regulation 7A introduced mandating that a foreign 
institutional investor holding a certificate shall, at all time, and abide by 
the Code of Conduct as specified in Third Schedule, 
17-December 2003: Decided to permit SEBI registered Flls/ subaccounts 
of FIIs to buy/sell equity shares/debentures of Indian companies 
(excluding companies engaged in the print media sector), units of 
domestic mutual funds, dated Government Securities and Treasury Bills 
through stock exchanges in India at the ruling market price, invest / trade 
in exchange traded derivative contracts, and also to buy/sell shares and 
debentures etc. of Listed/unlisted companies otherwise than on stock 
exchange at a price approved by SEBI/Reserve Bank as per terms and 
conditions prescribed in the Annexure. 
For the purpose of FII investment, Government Securities would 
include dated securities of both Government of India and State 
Governments of all maturities and Treasury Bills of Government of India. 
Investment in Government dated securities and Treasury Bills by FIIs may 
be made either in the primary market (at the auction/floatation) or in the 
secondary market. 
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3.10 Benefits of FIIs Investment 
The advantages of having FIT Investment can be broadly classified under 
the following categories: 
3.10.1 Enhanced flows of equity capital; 
Fils are well known for a greater appetite for equity than debt in their 
asset structure. For examples, pension funds in the United Kingdom and United 
slates had 68 percent and 64 percent, respectively of their portfolios in equity in 
1998. Thus, opening up the economy to Flis is in line with the accepted 
preference for non-debt creating foreign inflows over foreign debt. Furthermore, 
because of this preference for equities over bonds, FIIs can help in compressing 
the yield-differential between equity and bonds and improve corporate capital 
structures. Further, given the existing saving investment gap of around 1.6 
percent, FII inflows can also contribute in bridging the investment gap. So that 
sustained high GDP growth rate of around 8 percent targeted under the loth five 
year plan can be materialize. Equity return has a significant ancf positive impact 
on the FIT investment ". By giving the huge volume of investments, foreign 
investment could play a role of market makers and book their profits and 
enhanced equity capital in the host country. 
3.10.2 Improving capital markets: 
FIIs as professional bodies of asset managers and financial analysts 
enhance competition and efficiency of financial markets. Equity market 
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development aids economic development. By increasing the availability of riskier 
long term capital for projects, and increasing firms incentives to supply more 
information about them, the Ells can help in the process of economic 
development. The increasing role of institutional investors has brought both 
quantitative and qualitative developments in the stock markets viz., expansion of 
securities business, increased depth and breadth of the market, and above all 
their dominant investment philosophy of emphasizing the fundamentals has 
rendered efficient pricing of the stocks14. The foreign portfolio investments 
would help the stock markets directly through widening investors base and 
indirectly by compelling local authorities to improve the trading system's. Fll 
flows should be viewed not in isolation but as a part of an integrated policy 
package for all capital receipts keeping in mind their role in the overall 
macroeconomic structure16 
3.10.3 Improved corporate governance: 
Good corporate governance is essential to overcome the principal-agent 
problem between share-holders and management. Information asymmetries and 
incomplete contracts between share-holders and management are at the root of 
the agency costs. Dividend payment, for example, is discretionary. Bad corporate 
governance makes equity finance a costly option. With boards often captured by 
managers or passive, ensuring the rights of shareholders is a problem that needs 
to be addressed efficiently in any economy. Incentives for shareholders to 
monitor firms and enforce their legal rights are limited and individuals with 
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small share-holdings often do not address the issue since others can free-ride on 
their endeavor. What is needed is large shareholders with leverage to 
complement their legal rights and overcome the free-rider problem, but 
shareholding beyond say 5 per cent can also lead to exploitation of minority 
shareholders. Fils constitute professional bodies of asset managers and financial 
analysts, who, by contributing to better understanding of firms' operations, 
improve corporate governance. Among the four models of corporate control - 
takeover or market control via equity. leveraged control or market control via 
debt, direct control via equity, and direct control via debt or relationship banking 
- the third model, which is known as corporate governance movement, has 
institutional investors at its core. The impact of foreign institutional investment 
on the performance of emerging market firms and found that there is positive 
effect of foreign ownership on firm performance. They also found impact of 
foreign investment on the business group affiliation of firms'7. Foreign investors 
preferred the companies with better corporate governance18. When company 
boards are dominated by members who are affiliated to the controlling family, 
investor protection will be relatively weak and it is difficult to determine the 
degree of separation of management from ownership. They also observed that 
firm value is negatively related to board affiliation in family controlled firms19. In 
case of poor corporate governance, the foreign investors choose foreign direct 
investment (FDI) rather than indirect portfolio investment20. It is generally 
believed that FDI could be better protected by private means. Increase in the 
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foreign shareholding increases the firm performance and also find that there is 
alignment effect between the promoter shareholding and the asset turnover 
ratio2 . 
3.10.4 Managing uncertainty and controlling risks; 
Institutional investors promote financial innovation and development of 
hedging instruments. Institutions, for example, because of their interest in 
hedging risks, are known to have contributed to the development of zero-coupon 
bonds and index futures. FIIs, as professional bodies of asset managers and 
financial analysts, not only enhance competition in financial markets, but also 
improve the alignment of asset prices to fundamentals. Institutions in general 
and FIIs in particular are known to have good information and low transaction 
costs. By aligning asset prices closer to fundamentals, they stabilize markets. 
Fundamentals are known to be sluggish in their movements. Thus, if prices are 
aligned to fundamentals, they should be as stable as the fundamentals 
themselves. Furthermore, a variety of FIIs with a variety of risk-return 
preferences also help in dampening volatility. 
3.10.5 Reduced cost of equity capital: 
FII inflows augment the sources of funds in the Indian capital markets. In 
a common sense way, the impact of FIIs upon the cost of equity capital may be 
visualized by asking what stock prices would be if there were no FIIs operating 
in India. FIl investment reduces the required rate of return for equity, enhances 
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stock prices, and foster investments by Indian firms in the country. From [he 
perspective of international investors, the rapidly growing emerging markets 
offer potentially higher rates of return and help in diversifying portfolio risk22. It 
is argued that FPI flows increase the stock prices in the recipients markets, which 
in turn increases the Price-Earning (P/F) ratio of the concerned firms increase in 
PIE ratio tends to reduce the cost of capital and boosts the stcok markets. This 
phenomenon has been witnessed in the case of Asian and Latin American 
countries23. The cost of equity capital is also cut down due to the sharing of risk 
by the foreign investors. This reduction in the cost of equity could result in 
increased physical investment24. Some investment projects with a negative Net 
Present Value (NPV) before the entry of foreign investors can turn into projects 
with positive NPV after their entry. As a result, there is boost to primary issues 
in such markets, 
3.10.6 Imparting stability to India's Balance of Payments: 
For promoting growth in a developing country such as India, there is need 
to augment domestic investments, over and beyond domestic saving, through 
capital flows. The excess of domestic investment over domestic savings result in 
a current account deficit and this deficit is financed by capital flows in the 
balance of payments. Prior to 1991, debt flows and official development 
assistance dominated these capital flows. This mechanism of funding and current 
account deficit is widely believed to have played a role in the emergence of 
balance of payments difficulties in 1981 and 1991. Portfolio flows in the equity 
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markets, and FDi as opposed to debt-creating flows, are important as safer and 
more sustainable mechanisms for funding the current account deficit. The 
portfolio capital helps many developing economies in mitigating their balance of 
payments deficit as well as maintaining liquidity in the financial markets. It is 
also observed that both return in the source country stock market and the 
inflation rate do not find any impact on the FHP5. The world stock market 
capitalization has a favorable impact on the PPI in India26. 
3.10,7 Knowledge Flows; 
The activities of international institutional investors help strengthen 
Indian finance. FIIs advocate modem ideas in market design, promote 
innovation development of sophisticated products such as financial derivatives, 
enhance competition in financial intermediation, and lead to spillovers of human 
capital by exposing Indian participants to modern financial techniques, and 
international best practices and systems. 
3.10.8 Improvements to market efficiency: 
A significant presence of FIIs in India can improve market efficiency 
through two channels. First, when adverse macro economic news, such as bad 
monsoons, unsettles many domestic investors, it may be easier for a globally 
diversified portfolio manager to be more dispassionate about India's prospects 
and engage in stabilizing trades. Second, at a level of individual stocks and 
industries, Flls may act as a channel through which knowledge and ideas about 
valuation of a firm or an industry can more rapidly propagate into India. For 
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example, foreign investors were rapidly able to assess the potential of the firms 
like Infosys, which are primarily expert oriented, applying valuation principles, 
and the prevailed outside India for software services companies. in the Indian 
context, the FIIs are said to have seen instrumental in promoting market 
efficiency and transparency27. The argument, in favour of this conclusion, is that 
the advent of Flls has benefited all investors by offering them a wider range of 
instruments with varying degrees of risk, return and liquidity. Hence, the policy 
measures have been targeted towards promoting more FIIs investment. 
3.11 Disadvantages of FII Investment 
There are also some disadvantages of F11 Investment which are broadly 
classified under the following categories: 
3.11.1 Volatility and capital outflows: 
There is also increasing possibility of abrupt and sudden outflows of 
capital if the inflows are of a short-term nature as in the case of portfolio inflows 
of Flls. The recent experience of reversal of private capital flows observed in 
Global crisis of 2008, Asian crisis in 1997 and in Mexico during the later part of 
1994 due to sudden change in Flls' investment sentiment provides a vivid 
illustration of such risks. Usually, Flls take into account some specific risks in 
emerging markets such as (i) political instability and economic mismanagement, 
(ii) liquidity risk and ( iii) currency movement. Currency movement can have a 
dramatic impact on equity returns of FIls, a depreciation having an adverse 
effect. The withdrawal of FIIs from ASEAhJ countries led to large inflow of funds 
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to Fils to India for which equity market in India is buoyant at present. Thus, 
short-term flows including portfolio flows of Flls to developing countries in 
particular are inherently unstable and increases volatility of the emerging equity 
markets. They are speculative and respond adversely to any instability either in 
the real economy or in financial variables. Investment in emerging markets by 
His can at times be driven more by a perceived lack of opportunities in industrial 
countries than by sound fundamentals in developing countries including India. 
Emerging stock markets of India and other developing countries have a low, 
even negative correlation with the stock markets in industrial nations. So, when 
the latter goes down, Flls invest more in the former as a means to reduce overall 
portfolio risk. On the other hand, if there is boom in industrial countries, there 
may be reverse flow of funds of FITS from India and other developing countries. 
Of course, there is pull for international private portfolio investment of Flis due 
to the impact of wide-ranging macro-economic and structural reforms including 
liberalization or elimination of capital restrictions, improved flow of financial 
information, strengthening investors protection and the removal of barriers on 
FIIs' participation in equity markets in India and other emerging markets. 
However, to the extent, FIIs view emerging markets as a single-asset class, 
shocks in one country or region can also be transmitted to other emerging 
markets producing volatile collapsing share price behavior28. F11 inflows are 
popularly described as "hot money", because of the herding behaviour and 
potential for large capital outflows. Herding behaviour, with all the Plfs trying to 
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either only buy or only sell at the same time, particularly at times of market 
stress, can be rational29. With performance-related fees for fund managers, and 
performance judged on the basis of how other funds are doing, there is great 
incentive to suffer the consequences of being wrong when everyone is wrong, 
rather than taking the risk of being wrong when some others are right. The 
incentive structure highlights the danger of a contrarian bet going wrong and 
makes it much more severe than performing badly along with most others in the 
market. It not only leads to reliance on the same information as others but also 
reduces the planning horizon to a relatively short one. Another source of concern 
are hedge funds, who, unlike pension funds, life insurance companies and 
mutual funds are engaged in short-term trading, take short positions and borrow 
more aggressively. 
3.11.2 Price rigging: 
Bear hammering by Fits has been alleged in case of almost all companies 
in India tapping the GDR market. There are some important examples of price 
rigging in Indian Stock Market like SBI and VSNL are most illuminating to show 
how the FIls manipulate domestic market of a company before its GDR issues. 
The manipulation of FIls, working in collusion operates in the following way. 
First, they sell en masse and then when the price has been pulled down enough, 
pick up the some shares cheaply in the GDR market. Though Flfs have the 
freedom of entry and exit, they alone have the access to both the domestic as well 
as the GDR market but the GDR market is not open to domestic investors. Hence 
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Fits gain a lot at the cost of domestic investors due to their manipulation which is 
possible owing to integration of Indian equity market with global market 
consequent upon liberalization.  
3.11.3 Herding and positive feedback trading: 
There are concerns that foreign investors are chronically ill-informed 
about India, and this lack of sound information may generate herding (a larger 
number of FIIs buying or selling together). Such behavior of FIIs can only 
exacerbate volatility, and push prices away from fair values. Fils behavior in 
India however, so far does not exhibit these patterns. Flls have come to play a 
dominant role in the India's stock market like never before. The pace of their 
inflows into equities is picking up momentum over the years. What would it 
mean for the Indian stock market? The foreign investors pursue positive 
feedback trading strategies that make stocks over react to changes in 
fundamentals3.The foreign trading behavior on the Jakarta stock exchange 
(Indonesia) between 1995 and 2002. They detect herding and positive feedback 
trading by foreign investors but find no evidence to indicate that such trading 
behavior by foreign investors destabilized the market price during the Asian 
crisis31. The global stock return performance is an important factor in 
understanding equity inflows32. The foreign investors have a tendency to herd on 
the Indian equity market even though they all may not do it on the same day. In 
times of pressure in the stock market on account of financial crisis in the region 
there is excessive sell side herding even though the extent of herding on the 
159 
Chapter 3-Foreign Institutional Investors in Indian Stock Market Since 2000 
average and on either side of the market during the crisis may be lower than in 
the immediately preceding period. Generally, contrary to 'herding', FIls are seen 
to be involved in very large buying and selling at the same time33. There is 
evidence against positive feedback trading with Flis buying after negative 
returns and vice-versa34. 
3.11.4 BOP vulnerability: 
There are concerns that in an extreme event, there can be a massive flight 
of foreign capital out of India, triggering difficulties in the balance of payments 
front. India's experience with FIIs so far, however, suggests that across episodes 
like the Poklvan blasts, or the 2001 stock market scandal, no capital flight has 
taken place. A billion or more of US dollars of portfolio capital has never left 
India within the period of one month. 
3.11.5 Possibility of taking over companies or backdoor control: 
Besides price rigging, FIIs are trying to control indigenous companies 
through the GDR route where they are also active. GDRs acquire the voting 
rights once an ordinary share gets converted into equity within a specified limit. 
So, the GDR route which is considered as FDI plus portfolio investment is a 
roundabout way adopted by FIls to gain control of indigenous companies. While 
FIIs are normally seen as pure portfolio investors can occasionally behave like 
FDI investors, and seek control of companies that they have a substantial 
shareholding in. Such outcome, however, may not be inconsistent with India's 
quest for greater FDI. Furthermore, SEBI's takeover code is in place and has 
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functional fairly well, ensuring that all investors benefit equally in the event of a 
takeover. 
3.11.6 Money laundering: 
The movement of hot money of His due to integration of emerging 
markets of India and other countries with global market have helped the hnvonla 
traders and criminal elements an easy means to launder international money 
from illegal activities which in consequence have also an impact on equity 
market. Sometimes Flls act as an agent for money Laundering~s. 
It is also argued that the FIT indulge in price rigging by collusive operation. 
Another ill effect of opening up of the capital market to FITS has been the 
possibility of FIIs trying to gain control of indigenous companies. Finally, it is 
alleged that FIIs might indulge in money laundering transactions36. There is 
general opinion among the economist, bankers and traders that there is no 
significant benefit of FIIs for the Indian economy at large37 but it is not proved. 
Still it is in academic discussion. 
3.11.7 Management control 
FIIs act as agents on behalf of their principals - as financial investors 
maximizing returns. There are domestic laws that effectively prohibit 
institutional investors from taking management control. For example, US law 
prevents mutual funds from owning more than 5 per cent of a company's stock. 
According to the International Monetary Fund's Balance of Payments Manual 5, 
FDI is that category of international investment that reflects the objective of 
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obtaining a lasting interest by a resident entity in one economy in an enterprise 
resident in another economy. The lasting interest implies the existence of a long-
term relationship between the direct investor and the enterprise and a significant 
degree of influence by the investor in the management of the enterprise. 
According to EU law, foreign investment is labeled direct inveshnent when the 
investor buys more than 10 per cent of the investment target, and portfolio 
investment when the acquired stake is less than 10 per cent. 
Institutional investors on the other hand are specialized financial intermediaries 
managing savings collectively on behalf of investors, especially small investors, 
towards specific objectives in terms of risk, returns, and maturity of claims. 
All takeovers are governed by SEBI (Substantial Acquisition of Shares and 
Takeovers) Regulations, 1997, and sub-accounts of His are deemed to be 
"persons acting in concert" with other persons in the same category unless the 
contrary is established. In addition, reporting requirement has been imposed on 
FIIs and currently Participatory Notes cannot be issued to un-regulated entities 
abroad. Some of these issues have been relevant right from 1992, when FII 
investments were allowed in. These issues, which continue to be relevant even 
today, are: (i) benchmarking with the best practices in other developing countries 
that compete with India for similar investments; (ii) if management control is 
what is to be protected, is there a reason to put a restriction on the maximum 
amount of shares that can he held by a foreign investor rather than the maximum 
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that can be held by all foreigners put together; and (iii) whether the limit of 24 
per cent on FII investment will be over and above the 51 per cent limit on FDI. 
There are some other issues such as whether the existing ceiling on the ratio 
between equities and debentures in an FII portfolio of 70:30 should continue or 
not, but this is beyond the terms of reference of the Committee. It may be noted 
that all emerging peer markets have some restrictions either in terms of 
quantitative limits across the board or in specified sectors, such as, telecom, 
media, banks, finance companies, retail trading medicine, and exploration of 
natural resources. Against this background, further across the board relaxation 
by India in all sectors except a few very specific sectors to be excluded, may 
considerably enhance the attractiveness of India as a destination for foreign 
portfolio flows. It is felt that with adequate institutional safeguards now in place 
the special procedure mechanism for raising FII investments beyond 24 per cent 
may be dispensed with. 
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3.11.8 Conclusion: 
This chapter has dealt with the historical background and the registration 
process of Foreign Institutional Investors (FIls) in Indian Stock Market since 
2000. Researcher has discussed about the classification of foreign investment 
along with the pros and cons of the foreign investment. Also, this chapter 
provides the detailed account about the number of FIIs registered in India and 
also about the periodical growth of Foreign Institutional investors in Indian 
Stock Market. Researcher also discussed the impact of FIIs investment on the 
balance of payment (BOP) of India. The succeeding chapter would cover at the 
testing of various hypotheses and analyzing the impact of the FIIs investment on 
the Indian Stock Market Since 2000. 
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Introduction: 
The previous chapter was devoted to the historical background and the 
registration process of Foreign Institutional Investors (FIIs) in Indian Stock 
Market since 2000. Also that chapter provides the detailed account about the 
number of Flls registered in India. 
The Government of India announced its liberal policy regarding Foreign 
Institutional Investors (FIls) in Indian stock Market on September 14, 1992. Now 
Foreign Institutional Investors can make their investment in Indian Stock Market 
in accordance with the Securities Exchange Board of India's (5EB1) regulation 
and provisions. As per the provisions of SEBI, there is no lock in period for FIIs 
investment i.e. they are free to enter and can leave the Indian stock market at 
their wish. Due this provision, the stock market jumped in such way that every 
stock at Indian Stock Exchange became costlier during 1992.many brokers and 
stock pundits predict that investment carried out by Foreign Institutional 
Investors can go up in subsequent years because of favorable provisions created 
by the Government of India suggested by SBBI. After some years predictions 
made by brokers and pundits were proved as the volume of investment made by 
Foreign Institutional Investors increased significantly. As we all know that the 
world Stock Market is volatile and Indian Stock market is also part of it, so 
sometime His investment is upward and sometime downward for various 
reasons. 
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The present chapter deals with the operation and impact of the FIIs 
investment on the Indian Stock Market Since 2000 along with testing of various 
hypotheses 
Financial Year 2000-2001 
The stock market in India experienced several reversals during 2000-01 
leading to sharp decline in total market capitalization, turnover and trading 
activity particularly more persistently towards the end of the year. 
Table 4.1: Movement in Stock Market Indicators during 2000-01: Monthly 
Trends 
Net FIIs 	NIFTY 
Year 2000-2001 	Investment 
sensex 
April 	j 2586.7 	1469.03 4905.3 
May 252.9 	j 	1312.65 4253.11 
June  -935.1 1451.74 4675.4 
4647.34 July -1401.9 1445.26 
August 1258.9 1350.94 4330.71 
September 	218.4 1371.27 4416.61 
October -218.6 1201.6 3819.69 
November 	905 1240.59 3928.1 
December j 	-635 1291.43 4081.42 
January 4273 1316.96 4168.93 
February 1863.2 1371.91 4310.13 
March 	 1765.9 1214.47 3807.63 
Source: NSE/ BSE/SEBI 
Table 4.1, reveals that there was a sharp deceleration in equity prices 
which got culminated into substantial decline in the BSE Sensex and Nifty. While 
the BSE Sensex fell sharply from 4905.3 as on April 1, 2000 to 3807.63 as on March 
31, 2001. The NSE Nifty also declined to 1214.47 from 1469.03 from April 2000 to 
March 2001. It is noteworthy to observe that level of major indices at the end of 
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March 2001 had reversed back more or less to the level reached on end March 
1999. However, intermittent trends were quite erratic. The Sensitive Index, 
however, began to fall thereafter and reached the lowest level at 3920 as on May 
22, 2000. The share prices during the remaining 6 months of the current financial 
year under review were in the grip of bearish sentiments. It may be noted that 
despite the positive net investment of Flis, stocks prices continued to fall. During 
the months of January and February 2001 (Table 4.1), FIIs investment probably 
supported the equity prices as almost all the indices which showed rising trend 
except in March 2001. 
Table 4.2: Movement in Capitalization: Monthly Trends 
Year(2000- 
2001) 
Market Capitalization at 
NSE Crore 
Market Capitalization at 
BSE Crore 
April 846391 755914 
May 790478 702777 
June 852554 793230 
July 	_ 
August 
 746402   720884 
794516 766642 
September 730350 692657 
October 707121 653437 
November 764177 699229.8 
December 760391 691161.9 
January 807641 736631 
February 789600 	 716173 
March 657847 571553 
5ource:NSE/BSE/SERI 
Table 4.2 reveals that during the financial year 2000-2001 Market 
capitalization of NSE and BSE decreases from 846391crore and Rs. 755914 to Rs. 
657847 and Rs. 571553 Cr (Table 4.2) respectively. Also the turnover had the 
same trend and decreases from 3179 Cr. and Rs. 2477.9 Cr to 2868 crave and 
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2150.9 crore (Table 4.3). The market was volatile throughout the year; it shows 
increasing from April to September and decreases from October to March 2001 in 
both the segment of the Market except in the month of January 2001. 
Table 4.3: Movement in Turnover: Monthly Trends 
Year 2000-2001 Turnover at NSE(Crore) Turnover at BSE(Crore)  
April 3179 2477.9 
May  3593 2477.9 
June 5426 3921.7 
July 5241 3826 
August 5698 4207.4 
September 7124 5721.6 
October 5088 3633.5 
November 5579 3953.2 
December 6571 4959.9 
January 6765 5220.3 
February_ 
March 
 6797 
2868 
  5071.3 
2150.9 
Source: NSE/BSE/SEBI 
On account of sluggish trend prevailing in the South East Asian countries' 
stock markets and the resultant effect of crash in the value of the Information 
Technology stocks in the American stock market, the first 9 months of the year 
2000-2001 witnessed a net investment of Rs. 2,031.3 crore (Table 4.1). However, 
during the last quarter of 2000-01, the net FIIs investment was Rs. 7,902.1 crore 
which is more than the total net investment by FIIs during the financial year 
1997-98 and 1998-99. Regarding the transaction activities of FIIs, they made net 
investment of Rs. 9682.1 crore (Appendix 1) during the year 2000-2001 which is 
greater than net investment made by FIIs in the year 1999-2000. 
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Financial Year 2001-2002 
Table 4.4Movement in Stock Market Indicators during 2001-02: Monthly 
Trends 
Year(2001-2002) 
April 
Net Flls 
Investment 
1978.8 
NIFTY Sensex 
1116.41  3487.44 
3613.84 May -128.5 1159.44 
June 1179.7 1107.15 3439.01 
July 477.7 1077.98 3346.88 
August 502.2 1069.01 3304.99 
September -533.3 949.43 2918.28 
October 884.4 953.92 2933.35 
November 3.8 1091.62 3161.25 
December 227.9 1075.87 _ 3314.88 
January 699.4 1087.2 	3353.31 
February _ 2336.8 1138.17 3528.58 
March 329 1159.33 	3580.73 
Source: NSE/SSE/SEBI 
Table 4,4 shows that the stocks prices in the secondary market remained 
subdued and were marginally follow bullish sentiment during 2001-02. The BSE 
Sensex on a point to point basis increased from 3487.44 as on April, 2001 to 
3580.73 as on March, 2002 and the S&P CNX Nifty witnessed an increment from 
1116.41 as on April, 2001 to 1159.33 as on March, 2002. However, the stock's 
prices suffered several reversals during the year under review on account of 
several factors such as investor perception of slowing down of global economies 
combined with reports on the irregularities in the trading of shares on the Indian 
stock markets. The sluggish movement in stocks prices was further precipitated 
by stock market crash in USA following the terrorist attack on September 11, 
2001 and massive sales of stocks by FIls in September 2001. The B5E Sensex 
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dropped to 2681 as on September 17, 2001 and further to 2600 by September 21, 
2001 from 3184 as on September 10, 2001 recording a loss of 503 points and 584 
points respectively. The Sensex picked up slowly and reached 3287 by November 
21, 2001 and to 3443 by December 10, 2001, before coming down sharply to 3132 
by December 27, 2001 following the terrorist attack on the Indian Parliament. 
Despite such reversals, the stock prices regained stability as the BSE Sensex 
recovered to 3402 as on January 7, 2002 and further to 3469 by March 28, 2002. 
Table 4.5: Movement in Capitalization: Monthly Trends 
Year(2001-2002) Market Capitalization at 
NSE (Crore) 
Market Capitalization at 
BSE (Crore)  
April 653720 567729 
_ _ 	May _- 592437 	-__ 595897 
June 569797 553231 
July 574260 531576 
August 575242 523036 
Se tember 
October 
509105 456263 
481851 535846 
November 	 581386 535724 
December 	552908 532329 
January 563683 544397 
February 621523 596716 
March 636861 612224 
Source: NSE/BSE/SEBI 
Market capitalization of equity shares on Indian bourses experienced varying 
trend. The market capitalization at NSE which was at of Rs. 6,57,847 (Table 4.2) 
crore in March 2001 declined to Rs. 5,52,908 crore (Table 4.5) by December 2001 
but it rose back to Rs. 6,36,861 crore by March 2002 (Table 4.5). On the contrary 
the market capitalization at BSE during the same period increases from Rs. 5, 
71,553 crore (Table 4.2) in March 2001 to Rs. 6, 12,224 crore in March 2002 (Table 
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4.5). In absolute terms, the decline in market capitalization at NSE was of the 
order of Rs. 16,859 crore whereas at BSE, it increases by Rs. 44,495 crore (April 
2001 to March 2002). 
Table 4.6: Movement in Turnover: Monthly Trends 
Year(2001- 
2002) 
Turnover at NSE(Crore) Turnover at BSE(Crore) 
A p ril 	 1,875 1257 
May 2,197 1229 
June 2,037 1449 
July 1,238 784 
August 1,401 	 831 
September 1,766 1080 
October 1,682 1044 
November 2,107 1220 
December 2,867 1581 
January 2,988 1703 
February 2,478 1429 
March 2,330 1354 
Source: NSE/BSE/SEBI 
Net FIIs investment was positive almost for all the months during 2001-02 except 
the month of September 2001 when net investment was negative at Rs (- 533.3) 
crore (Table 4.4) on account of sudden increase in sales which exceeded 
purchases by about 16 per cent following the terrorist attacks on the USA. 
However, there has been a gradual increase in the FIIs investment in the country 
reflecting continued confidence of the His in the Indian securities market. The 
net investment for 2001-02 was lower at Rs. 7957.9 (Appendix 1) crore as 
compared to the net investment of Rs. 9,934.4 crore (Appendix 1) in 2000-01. The 
Flis were net sellers only during the month of May and September 2001 This 
might have been a reaction to the attack on World Trade Centre, New York. This 
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negative trend reversed in the next month and the FIIs were net purchasers in the 
Lydian markets. Another development in the transactions of Flls was that their 
total turnover declined during 2001-02. 
Financial Year 2002-2003 
Table 4.7; Movement in Stock Market Indicators during 2002-03; Monthly Trends 
Year(2002-2003) 	Net Flls 	NIFTY 	Sensex 
Investment 
April -112.9 1084.50 3338.16 
May 46.2 1028.80 	3125.73 
June -866 1057.80 3244.7 
July, 	_ 
August 
238.4 
174.1 
958.90 
1010.6 
2987.65 
3181.23 
September 322.4 
-875.1 
963.15 2991.36 
October 951.40 2949.32 
November 737.7 1050.15 3228.82 
December 647.9 1093.5 3377.28 
January y 985.3 1041.85 
-- 
3250.38 
February 428.2 1040.25 3283.66 
March 962.8 978.20 3048.72 
Source: NSE/BSE/SEBI 
There are several facets to the secondary market for securities. Trading, 
clearance and settlement arc one part and others include exchange management, 
product innovation, risk management etc.; this section provides explanation on 
many developments during the year 2002-2003 in secondary stock market. SEBI 
has been continuously improving functioning of secondary securities market. 
Several reforms were introduced during the year 2002-2003. Trading, clearing 
and settlement in equity shares were contracted to T+3 from April, 2002. It 
would be further contracted to T+2 from April, 2003. In order to make markets 
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more efficient and provide more investment opportunities to the investors, 
trading in government securities on stock exchange were permitted. 
Table 4.8: Movement in Capitalization: Monthly Trends 
Year(2002-2003) Market Capitalization at 
NSE Crorc 
Market Capitalization 
at BSE Crore 
April 649551 625587 
May 631609 605065 
June 659991 637753 
Jul 608643 584042 
August 632618 605303 
September 599603 570273 
October 606788 563750 
November 645388 601289 
December 672862 628197 
January 572277 611472 
February 581985 619873 
March 537133 572197 
Source:NSE/BSE/SEBI 
Table 4.9: Movement in Turnover: Monthly Trends 
Year2002-2003 Turnover at NSE(Crore) Turnover at BSE Crore 
____ 	April _ 2424  
2,499 
  1312 
May 1279 
June 2,212 1166 
Jules_ 2,235 1162 
August 2,196 1132 
September 2,325 1221 
October 2,472 _1316 
November 2,703 1367 
December 2,951 1456 
January 2,816 1343 
February 2,542 1235 
March 2,158 1013 
Source: NSF,/BSF/SEBI 
During the financial year2002-2003 the capitalization and turnover both have 
reversal trend i.e. decreases from Rs. 649551 to Rs. 537133 at NSE and Rs. 625587 
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to Rs. 572197 crore at BSE (Table 4.8) respectively in capitalization and turnover 
decreases from Rs. 2424 to Rs. 2958 at NSE and Rs. 1312 and Rs. 1013 crore at BSE 
(Table 4.9) respectively. 
It can be observed that during the past 10 years there has been a gradual 
increase in the FII investment. This reflects an increase in the confidence of the 
Flls and also a vindication of the reforms process carried out by SEBI to make the 
Indian capital markets more efficient, transparent and investor friendly. The 
Indian markets were not left untouched by the global recession and weak 
sentiments. The war in Afghanistan and Iraq added to the negative sentiments. 
Due to these negative undercurrents the net investment by FIIs in 2002-03 was 
Rs. 2689 crore (Appendix 1) as compared to the net investment of Rs. 7957.9 crore 
(Appendix 1) in 2001-2002. FIIs were net sellers only during the months of April, 
June and October (Table 4.7). FIIs were net purchasers during other months and 
the overall trend was positive during the financial year. Globalization of capital 
market appears to have had strong impact on the functioning of secondary 
market of securities. Alliances, mergers and cross border link have occupied 
centre stage of securities industry. The Indian stock market has performed quite 
well during the year by posting a hefty annual return of 83 per cent. This return 
is one of the highest among the emerging markets and highest among developed 
markets. 
180 
Chapter 4- FIIs Operations i:: Indian Stock market and Testing of Hypotheses 
Financial Year 2003-2004 
NSE and BSE are the two major exchanges in terms of volume traded, delivered 
and market capitalization. Between these two exchanges, NSE accounts for about 
two-thirds of the turnover and the remaining is accounted for by BSE In terms of 
liquidity of Indian market, there is still plenty of scope for the turnover to grow 
further. In tandem with turnover even the market capitalization on both the 
exchanges more than doubled in this 12-month period. 
Table 4.10: Movement in Stock Market Indicators during 2003-04: Monthly 
Trends 
Yea r(2003- 
2004) 
Net FIIs 
Investment 
NIFTY Sensex 
April 992.5 934.05 2959.79 
May 3060.5 1006.8 3180.75 
June 3461.8 1134.15 3607.13 
July 2160.9 1185.85 3792.61 
August 2227.5 1356.55 4244.73 
September 4175.5 1417.1 4453.24 
October 6722.8 1555.9 4906.87 
November 3594.1 1615.25 5044.82 
December 6381.9 1879.75 5838.96 
January 3869.4 1809.75 5695.67 
February 2673.5 1800.3 5667.51 
March 6444.3 1771.9 5590.6 
Source: NSE/BSE/SEBI 
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Thle 4.11: Movement in Capitalization: Monthly Trends 
Year(2003- 
2004) 
Market Capitalization 
at NSE Crore 
Market Capitalization at 
BSE Crore)  
April 302472 243820 
May 335765 262028 
June 378241 295397 
July 	395497 310588 
August 	 457313 347615 
September 477724 _ 	 i  237647 
October 524705 	 261854 
November 544756 270372 
December 634248 313105 
anua • 611844 305500 
February  609751 307708 
March 638599 304765 
Source: NSE/ BSE/ SERI 
The total market capitalization as on March 31, 2004 stood at Rs.304765 
crore on BSE and Rs.638599 crore on NSE (Table 4.11). 
Strong risk adjusted returns of Indian market have led Flis to make more 
allocations to India. Institutional Investors have a superior capacity to absorb and 
process information and their ability to conduct a large volume of transaction, 
lowers the cost of intermediation and benefits investors and issuers alike. 
Institutional investors also contribute to better transparency and governance for 
the improvement of market micro- structure. The combination of improved 
fundamentals and abundant liquidity buoyed global asset prices. 
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Table 4.12: Movement in Turnover: Monthly Trends 
Year 2003-2004 Turnover at NSE(Crore) Turnover at BSE(Crore)  
April 48971 20823 
May 54690 22510 
June 61586 24933 
Jul 78878 32976  
August 85347 36334 
September 103345 44698 
October 115595 52631 
November 92886 45029 
December 110373 54816 
January 134269 65620 
February 108718 51464 
March 	 104877 50786 
Source: NSE/BSE/SEBI 
Appetite for risk recovered and investment flow suggested allocation away from 
relatively low yielding asset in favor of risk investment. Equity market 
worldwide staged strong rallies in 2003 following three successive years of 
decline. Moreover, the dismal performance of mature market stocks in the 
aftermath of the bursting of technology, media and telecommunication (TMT) 
bubble and the low interest rate environment have increased institutional 
investors' interest in alternative investments. In 2003-04, FIIs' net investment 
from Rs. 992.5 crore to Rs. 6444.3 crore which was very high compared to the 
previous year. 
Financial Year 2004-2005 
The Indian stock market, which witnessed a strong rally in 2003-04, 
continued to maintain its momentum during 2004-05 except subdued condition 
witnessed in the first quarter of the year. Barring a temporary phase of turbulent 
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condition around the middle of May 2004, the stock market in India gradually 
gathered momentum with benchmark BSE Sensex crossing 6000-mark on 
November 17, 2004 and reached an all time high of 6915.05 on March 8, 2005 
before closing at 6493 ( Table 4.13) on March 31, 2005. The S&P CNX Nifty also 
rises from 1796 in April 2004, to 2036 in Marrch 2005. 
Table 4.13: Movement in Stock Market Indicators during 2004-05: Monthly Trends 
Year(2004-2005) Net FIIs 
Investment 
NIFTY Sensex 
April 6719.5 1796 5655 
June -273.6 
1484 4760 
4795 1506 
July 713.2 1632 5170 
August 2520.9 1632 5192 
September 2575.3 1746 5584 
October 2028 1787 5672 
November 8185.3 1959 6234 
December 10139.7 2081 6603 
January -316.6 2058 6556 
February _ _ 9209.4 
7926.6 
2103 6714 
March 2036 	 6493 
Source: NSE/BSE/SEBI 
Strong macroeconomic outlook, encouraging corporate results, high and 
sustained portfolio investments by the foreign institutional investors (FIIs) and 
sector specific developments contributed to the sustained rally in the stock 
market. However, intermittent profit booking was observed particularly towards 
the end of 2004-05, mostly influenced by acceleration in the international prices 
of crude oil and rise in the US interest rates. Trends in international markets as 
well as domestic inflation rate also adversely affected the market sentiment. 
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The turnover rose significantly from Rs. 100951 crore to Rs. 111305 crore at 
NSE and from Rs. 44864 crore to Rs. 59528 crore at BSE (Table 4.15). The market 
capitalization shows positive trend at both the stock exchanges and rose to Rs. 
951672 crore from Rs. 771153 crore at NSE and to Rs. 725553 crore from Rs. 
633834 crore at BSE (Table 4.14) respectively. As the fundamentals were strong, 
stock markets recovered quickly and normalcy restored within a short period. 
The recovery in the stock market was sustained 
Table 4.14: Movement in Capitalization: Monthly Trends 
Year(2004-2005) Market Capitalization at 
NSF Crore 
Market Capitalization at 
BSE(Crore)  
aril 771153 633834 
May 632652 529384 
June 642325 535262 
Jul y  698209 578250 
August 698427 579970 
September 747280 579970 
October 765067 637506 
November 839857 	 693960 
December 902831 735528 
January  893674  731785 
February 	 978440 747866 
March 951672 725553 
Source: NSE/BSE/SEBI 
except for periodic consolidation. Market was volatile during the last quarter of 
the year mainly due to year-end consideration, rise in international crude oil 
prices and apprehension about acceleration in the interest rates in the developed 
countries. 
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Table 4.15: Movement in Turnover. Monthly Trends 
Year 2004-2005 'Turnover at NSE Crore Turnover at BSE(Crore)  
April 100951 44864 
May 98920 	 45938 
June 84898 36990 
July 93836 39449 
August 86856 38195 
September 88508 39603 
October 75698 34608 
November 82035 35742 
December 115593 50226 
January _ _ 99732  43888 
February 99989 49686 
March 113055 59528 
Source; NSE/BSE/SEBL 
Strong macro-economic ftmdamentals of the Indian economy coupled 
with other positive factors like good corporate results, low inflation, abolition of 
long-term capital gains tax, transparent regulatory system, etc., were the major 
factors which influenced the FII investment in India during 2004-05. The total 
number of FTIs registered with SEBI went up from 540 as on March 31, 2004 to 
685 as on March 31, 2005, an increase of 145 over the year. The FIIs continued to 
remain bullish on the Indian securities for the second year in succession. The net 
FTI investment in 2004- 05 (including debt) was Rs. 45,881.3 crore (Appendix 1) 
which was marginally higher than Rs.45,764.7 crore (Appendix 1) in 2003-04.The 
pace of investment was slow in the first two quarters of the year, but increased 
considerably in the subsequent months. 
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Financial Year 2005-2006 
The Indian stock markets witnessed unprecedented buoyancy during 2005-06. 
Strong macro-economic fundamentals, robust corporate results, positive 
investment climate, sound business outlook and continued foreign institutional 
investment supplemented by the active participation of the Indian mutual funds 
drove the bullish trend. Notwithstanding concerns over surge in the 
international crude oil prices, the benchmark indices surpassed several 
milestones during 2005-06. 
Table 4.16: Movement in Stock Market Indicators during 2005-06: Monthly Trends 
Year(2005-2006) Net FIIs 
Investment 
NIFTY Sensex 
April -1475.5 1903 6154 
May -1385.8 2088 6715 
June 5258.2 2221 7194 
July 7760.2 2312 7635 
ust ____A g_ 4621.2 2385 7805 
September 4458.4 2601 8634 
October -4627.4 2371 7892 
November 1874.2 2652 8789 
December 8360.6 2837 9398 
January 2756 3001 9920 
February 7436.2 3075 10370 
March 6430.4 3403 11280 
Source: NSE/BSE/SEBI 
Benign inflation rate, record level of foreign exchange reserves and fiscal 
consolidation by the Government made the Indian securities market more 
attractive for the overseas investors. During 2005-06, Indian stock markets 
surpassed many of its earlier records. The BSE Sensex jumped from 6154 as on 
April 2005 to 11280 as on March 2006 and S&P CNX Nifty goes to 3403 as on 
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March 2006 from 1903 as on April 2005 (Table 4.16). The USE Sensex gained by 
4787 points during the financial year to close at an all time high of 11280 (Table 
4.16) on March 31, 2006. The stock markets were bearish in April 2005 due to 
decline in the level of FII inflows, uncertainty relating to the global crude oil 
prices, rise in interest rates and downward trend in the global stock markets. 
However, the markets recovered considerably in May 2005 and ruled buoyant till 
September 2005. The equity prices witnessed significant corrections during 
October 2005. This could be attributed to negative net investment by Flls 
following persistent hike in the Fed rate, rise in the domestic inflation rate and 
uncertainty regarding the international crude oil prices. Since November 2005, 
the equity market surged ahead with renewed vigour amidst intermittent small 
corrections. 
Table 4.17: Movement in Capitalization: Monthly Trends 
Year(2005- 
2006 
Market Capitalization at 	Market Capitalization at 
NSlCrore 	_ B5E Crore) 
April 888639 689443 
May 977445 757097 
June 1040264 931818 
Jul 1083537 _ 	 _ 970863 
August 1118077 1005198 
September _1227424 1101193 
October 1119365 1008140 
November 1254781 1123674 
December 1350394 1213867 
January 1399294 1252204 
February 1434266 	 1297649 
March 1590155 1424112 
Source: NSF! BSE/SERI 
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The Union Budget 2006-07, which proposed a number of market-friendly 
measures, sustained the momentum in the last month of the financial year. 
Commensurate, with a spectacular rise in the turnover and market capitalization 
increased significantly. In 2005- 06 the turnover moved to Rs. 209395 Crore 
(Table 4.18) from Rs.82718 (Table 4.15) at NSE and from Rs. 37809 crore (Table 
4.15) to Rs. 118765 crore (Table 4.18) at BSE respectively. And the capitalization 
rose to Rs. 1590155 (Table 4.17) from 888639 crore (Table 4.14) at NSE and to Rs. 
1424112 crore (Table 4.17) from Rs. 689443 crore (Table 4.14) at BSE respectively. 
Table 4.18: Movement in Turnover: Monthly Trends 
Year 2005-2006 Turnover at NSB(CroreL  Turnover at BSE(Crore)  
April 82718 37809 
May 86802 43359 
June 111397 58479 
July 123008 61899 
August 145731 75933 
September 145393 81291 
October 120810 59102 
November 	 109578 52694 
December 149908 77356 
January 	 149442 79316 
February 135374 70070 
March 209395 118765 
Source: NSE/BSE/SERI 
The net investment by TIN in 2005-06 was declined to Rs.41, 466.7 crore 
(Appendix 1) from Rs.45, 881.3 crore (Appendix 1) in 2004-05 mainly due to large 
net outflows from the debt segment. Several factors are responsible for increasing 
confidence of His on the Indian stock market which include, inter alia, strong 
macro-economic fundamentals of the economy, transparent regulatory system, 
189 
Chapter 4- FITS Operations in Indian Stock market and Testing of Hypotheses 
abolition of long-term capital gains tax and encouraging corporate results. 
Reflecting the congenial investment climate, the total number of FIIs registered 
with SERI increased to 882 as on March 31, 2006 compared to 685 a year ago, an 
increase of 197 over the year. The net FIT investment in equity during 2005-06 
was Rs.48, 801 crore, the highest ever in a single year. Buoyancy in the markets 
was sustained in 2005-06 on account of surge in net investment by the 
institutional investors with F1Is playing a major role. Month-wise, HI investment 
was negative in the months of April, May and October 2005 (Table 4.16). 
Financial Year 2006-2007 
Table 4.19: Movement in Stock Market indicators during 2006-07: Monthly Trends 
Year(2006-2007) 	Net FIIs 
Investment 
NIFTY Sensex 
April 770.4 P 	3558 12043 
May -6647.4 3071 10399 
June 875.1 3128 10609 
july 1297.4 3143 10744 
August 5447.6 3414 11699 
September 6133.4 
8669.6 
 3588 
3744 
 12454 	_ 
12962 October 
November 10186.5 3955 13696 
December -2766 3966 13787 
January -1681.9 4083 14091 
February 8195.1 3745 12938 
March 	360.6 3822 13072 
Source; NSE/BSE/SEBI 
The stock market witnessed a mixed trend during 2006-07. During this 
year, there was distinctly upward trend interspersed with some corrections. The 
benchmark indices continued to reach new heights during 2006-07 amidst major 
corrections in May 2006 and January 2007. Strong macroeconomic fundamentals 
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with high GDP growth rate, healthy corporate results, optimistic investment 
scenario, and strong institutional investor support lead the upward trend in the 
market, However, at the end of the year, unexpected inflation rate coupled with 
rise in interest rates somewhat dampened the sentiment of the Indian Stock 
Market. 
Table 4.20: Movement in Capitalization: Monthly Trends 
Year(2006-2007) Market Capitalization at 	Market Capitalization at 
NSE(Cror~ __. 	BSE (Crore 	_. 
April 1663860 1499822 
May 1437366 1292241 
June 1495329 1338055 
July 1503314 1361372 
August _ 	1633200 1476960 
September 1781134 1555101 
October 
November 
1860568 1642242 
1968913 1753745 
December 1975603 1758866 
January 2036797 1806201  
February 1869473 1670852 
March 1909448 1711241 
Source: NSF/BSE/SEB1 
During the year 2006-2007, the benchmark indices crossed many 
milestones. The BSE Sensex gained 1792 points during the financial year to close 
at 13072 (Table 4.19) as on March 31, 2007 from 11280 (Table 4.16) as on March 
31, 2006. The S&P CNX Nifty added 419 points to close a t 3822 (Table 4.19) at the 
end of March 2007 over 3403 (Table 4.16) recorded at the end of March 2006. 
Beginning from May 11, 2006 indices declined, mainly, due to net sales by FIIs, 
uncertainty in global interest rates, sharp fall in metal prices, and expected 
inflationary pressures. Concerns over an impending slowdown in the global 
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growth and declining trend in Asian market accentuated the downtrend. The 
BSE Sensex closed at a low of 8929 on June 14, 2006. During the second half of 
June 2006, stock markets recovered on account of fresh buying by Plls, onset of 
the monsoon, and recovery in major international stock markets. 
Table 4.21: Movement in Turnover: Monthly Trends 
Year 2006-2007 	Turnover at NSE(Crore) Turnover at BSE(Crcre)  
April 177372 87487 
May 201409 95820 
June 151050 72013 
July 118698 _ 54698 
August 130796 	 63084 
September 144339 71629 
October 138382 69627 
November 189863 101840 
December 170105 85512 
January 175147 87604 
February  180170 88844 
March 167954 78028 
Source: NSE/BSE/SEBI 
In the third quarter, fall in the crude oil prices led to an upward trend in, 
both local and global markets. However, towards the end of third quarter, in 
December 2006, the indices declined once again, on account of hike in Cash 
Reserve Ratio (CRR) by RBI, low growth in manufacturing sector and year-end 
profit booking. In the fourth quarter, there was a sustained gain in the markets, 
followed by a rise in the benchmark indices. The BSE Sensex closed at an all-time 
high of 14652 on February 8, 2007. At this point of time, the major concern of the 
economy was rising inflation which might impact the growth rates. The high 
inflation forced RBI to tighten monetary measures with a rise in CRR, repo rates, 
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and bank rate. Earlier in May 2006, there was a major correction across the equity 
markets in emerging economies. But the pressure eased after August 2006 on 
account of monetary tightening measures adopted by the major central banks 
and softening of oil prices. There was buoyancy across the financial markets 
during the second half of 2006. But since February 2007, there was a rise in 
volatility due to correction in the asset prices. In spite of correction, the 
international equity markets were at their peak on account of expected robust 
earnings. The correction in May-June 2006 was mostly limited to emerging 
markets. Contrary to this, February-March 2007 correction was broad-based. the 
uncertainty in US economic outlook with an impending recession led to a fall in 
the equity prices in US, Japan and European equity markets. Equity prices in 
emerging markets fell mostly due to the unwinding of Yen carry trades. This was 
worsened by the deterioration in the US subprime mortgage market and 
subsequent. The turnover at BSE and N5E rose by 57.3 per cent and 37.7 per cent, 
respectively in 2006-07 over the levels recorded in 2005- 06. Market capitalization 
is a leading indicator of the health of the stock market. The market capitalization 
of an exchange is a summation of market capitalization of all the individual 
stocks listed on the exchange. As such, market capitalization of BSE has been 
higher than that of NSF due to larger number of shares being listed at BSE. The 
market capitalization of BSE increased to Rs. 35, 45,041 crore (Table 4.20) in 
2006- 07 from Rs. 30, 22,190 crore (Table 4.17) at the end of 2005-06. Whereas, the 
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market capitalization of NSE rose to Rs. 33, 67,350 crore (Table 4.20) at the end 
of 2006-07 from Rs.  28,13,201 crore(Table 4.17) at the end of 2005-06. 
In fact, Flls, as a class of institutional investors, have assumed a major role 
in mature and emerging market economies, in recent years. The FII in the Indian 
equity markets has risen steadily since 2003-04. The net investment by FIIs in 
2006-07 declined by 25.6 per cent to Rs. 30,840 crore (Table 4.19) in 2006.07 from 
Rs. 41,467 crore (Table 4.16) in 2005-06 mainly due to large ne t outflows from 
the equity segment. A distinctive feature of the profile of the newly registered 
FIIs was the rise in registration from the unconventional countries like Slovenia, 
Brussels, Guernsey, Cyprus, Oman, Sweden, and Japan etc. other than the 
traditional investors from USA, United Kingdom, Singapore, Malaysia, Hong 
Kong, Luxembourg and others. 
Financial Year 2007-2008 
Indian stock markets witnessed unprecedented buoyancy as well as .steep 
corrections in 2007-08. Notwithstanding financial crisis in advanced economies 
and surge in the international crude oil prices, the benchmark indices in India 
crossed several landmarks during major part of the year. 2007-08. however, 
towards the end of the year, there was steep correction in the indices on account 
of concerns over domestic inflation and impending global recession. The 
benchmark indices surpassed many landmarks during 2007-08 which is shown in 
Table No. 4.22. 
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Table 4.22: Movement in Stock Market Indicators during 2007-08: Monthly Trends 
Year 2007-2008 Net Fils Investment NIFTY Sensex 
April 7721.5 4088 13872 
May 5319.8 4296 14544 
June 1101.7 4318 14651 
July 22609.4 4529 15551 
August -7162.1 4464 15319 
September 18788.4 5021 17291 
October 23090.4 5901 19838 
November -6319.2 5763 19363 
December 8891.1 6139 20287 
January -11081.9 5137 17649 
February 4230.1 5224 17579 
March -1010.1 4735 15644 
Source: NSE/BSE/SEBI 
During the year 2007-2008, BSE Sensex gained 2572 points to close at 15644 
(Table 4.22) on March 31, 2008 from 13072 (Table 4.19) as on March 31, 2007. The 
S&P CNX Nifty added 913 points to close at 4735 (Table 4.22) at the end of 
March 2008 over 3822 (Table 4.19) recorded as on March 31, 2007. The financial 
year 2007-08 commenced with an uptrend in the equity markets. The BSE Sensex 
crossed the level of 14000 in April 2007. Thereafter, markets displayed strength in 
the first quarter on account of liquidity support from FIIs and mutual funds and 
strong corporate profitability. 
US sub-prime mortgage crisis, surge in international crude oil prices, 
political uncertainty and policy to cap on ECBs were some of the worry-some 
factors. By the end of second quarter, BSE Sensex and S&P CNX Nifty breached 
17000 levels and 5000 level, respectively. In the third quarter, upward trend 
continued in emerging markets and with the boom in commodity prices, the 
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Indian equity markets also surged forward. However, in mid-December 2007, the 
decline in developed equity markets due to sub-prime losses, fears of credit 
squeeze and global recession led to a decline in Indian equity markets. The 
depreciation of the US dollar against major currencies and increase in global 
crude oil prices to high levels also contributed to decline in major equity markets. 
In the beginning of the fourth quarter, on January 8, 2008, BSE Sensex and S&P 
CNX Nifty closed at record high of 20873 and 6288, respectively. Since mid-
January 2008, markets turned volatile. On January 21, 2008, the markets recorded 
highest intra-day corrections in the Indian equity markets so far. During the 
month of October 2007 and January 2008, emerging markets witnessed higher 
volatility as compared to other markets. Indian indices were one of the highly 
volatile indices in the world during January 2008. 
Table 4.23: Movement in Capitalization: Monthly Trends 
Year(2007-2008) Market Capitalization at 
NSE (Crore) 
Market Capitalization at 
BSE (Crore)  
April 2096100 3828177 
May 2206712 4074550 
June 2219151 4168271 
July 2358907 4529770 
August 2331929 4538005 
September 2774625 5202953 
October 3328356 6332092 
November 3257297 6385474 
December 3522527 7169983 
January 2966421 5796077 
February 3016694 5887846 
March 2848773 5138014 
Source: NSE/BSE/SEBI 
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There was a significant rise in market capitalization and turnover in 2007-
08 on account of buoyancy in the equity market during major part of the year. 
There has been a spurt in the growth of trading volumes in stock exchanges since 
2005-06. The market capitalization of BSE increased to Rs. 51,38,014 (Table 4.23) 
crore in 2007-08 from Rs. 35,45,041 (Table 4.20) crore at the end of 2006-07. At 
NSE also, market capitalization rose to Rs. 48, 58,122 crone (Table 4.23) at the end 
of March 2008 from Rs. 33, 67,350 crore (Table 4.20) at the end of March 2007. As 
per the data release of World Economic Forum (WEF), SSE and NSE were ranked 
11th and 13th in the world in terms of market capitalization at the end of March 
2008. Among the indices of BSE, the market capitalization was the highest for 
BSE Sensex (R.s.22, 23,701 crore) which recorded a rise of 29.9 per cent over the 
previous year. 
Table 4.24: Movement in Turnover: Monthly Trends 
Year 2007-2008 Turnover at NSE Crore Turnover at BSE(Crore)  
April 168567 78693 
May 207585  98821 
June 193648 95268 
July 267227 125054 
August 231241 106041 
September 266050 123144 
October 455589 199089 
November 414420 170623 
December 366385 163516 
January  447138 185642 
February 280176 121975 
March 	 253012 110991 
Source: NSE/BSE/SEBI 
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Emerging markets in general and India in particular, have attracted huge 
portfolio flows in recent years. India has become an attractive destination for Fis 
among the emerging markets since 1992-93. During last three years in particular, 
there has been a continuous increase in the investments by Flls in the Indian 
securities market. Notwithstanding the signs of global recession and sub-prime 
crisis, India attracted a sizeable investment from FIIs in 2007-08 as well. The net 
investment by PIIs was Rs. 66,179 crore (Table 4.22) in 2007-08 which was more 
than double from Rs. 30,840 crore (Table 4.19) in 2006-07. 
Financial Year 2008-2009 
Indian stock market witnessed downward and volatile trend during 2008-
09. The domestic markets largely reflected the uncertainties in international 
financial market in the financial year. 
Table 425: Movement in Stock Market Indicators during 2008-09: Monthly 
Trends 
Year(2008- 
2009) 
Net FIIs 
Investment 
NIFTY Sensex 
May 
-626.9 5166 17287 
-5174.4 4870  16416 
-11094.5 4041 13462 
kAuusL 
 
1782.1 
46.1 
4333 14356 
4360 14565 
 -5073.9 3921 12860 
 -17205.4 2886 9788 
November 1616.7  2755 9093 
December 2376.6 2959 9647 
Janua -3443 2875 	 9424 
February -3124.4 2764 8892 
March -5890 3021 	 9709 
Source:NSE/BSE/SEBI 
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Markets were characterized by severe bouts of volatility during the year. The 
BSE Sensex declined 5935 points to close at 9709 (Table 4.25) on March 31, 2009 
from 15644 (Table 4.22) on March 31, 2008. The S&P CNX Nifty also declined 
1714 points to close at 3021(Table 4.25) at the end of March 2009 over 4735 (Table 
4.22) at the end of March 2008. Indian markets had recorded severe volatility at 
the close of 2007-08. However, towards the beginning of the 2008-09, indices 
recovered and registered gains during April-May 2008. Better than expected 
fourth quarter results of 2007-08 declared by IT majors, net purchases by FIIs in 
the Indian equity market till May 20, 2008, and some easing of international 
crude oil prices helped the recovery. 
Table 4.26: Movement in Capitalization: Monthly Trends 
Year(2008-2009) Market Capitalization at 
NSE (Crore) 
Market Capitalization 
at BSE (Crore)  
April 3108589 5794292 
May 2933759 5428878 
June 2434104 4375021 
July 2617902 4732544 
Au gust 2639434 4778864 
September 2406508 4165387 
October 1785998 2997259 
November 1706210 2818964 
December 1832610 3144767 
January 1790600 2999525 
February 1721191 2862871 
March 1892629 3086075 
Source: NSE/BSE/SEBI 
However, in June 2008, markets reversed due to hike in domestic and 
international fuel prices, rise in inflation rate, net FII sales in the equity segment, 
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rupee depreciation and a general decline in international stock markets. 
Notwithstanding the deteriorating international financial crisis, the Indian equity 
markets performed in orderly manner in the second quarter of 2008-09. Domestic 
stock markets recovered with intermittent corrections in the second quarter till 
mid-September 2008. Since then, bankruptcy of world's largest financial 
institutions had its sway on Indian financial markets. Added to these were the 
heavy net sales by FIls, domestic inflation, depreciation of rupee and slowdown 
in the industrial growth as shown by ill'. In third quarter of the financial year, 
weak trend continued in the markets as there was a sharp fall in the share prices. 
Concerns over the world economy plunging into recession added to the 
downswing. Substantial net outflows by F11, poor second quarter corporate. In 
tandem with the downward spiral of equity prices, there was a decline in the 
trading volumes in stock exchanges in 2008-09. BSE and NSE together 
contributed more than 99.9 per cent of the turnover, of which NSE accounted for 
71.4 per cent in the total turnover in cash market. The market capitalization of 
BSE decreased to Rs.30, 86,075(Table 4.26) crore in 2008-09 from Rs.51, 38,014 
crore (Table 4.23) at the end of 2007-08 (Table 2.13). At NSE also, market 
capitalization declined to Rs.28, 96,194 arose (Table 4.26) at the end of March 2009 
from Rs.48, 58,122 crore (Table 4.23) at the end of March 2008. As per the data 
released by World Economic Forum, BSE and NSE were ranked 14th and 15th in 
the world in terms of market capitalization at the end of March 2009. 
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Net outflow by FII's during the financial year 2008-2009 was Rs. 45811 
crore. This shows that Fil had lost their confidence in the Indian capital market 
throughout the year except in the month of July, August, November and 
December 2008, they were net seller. 
Table 4.27: Movement in Turnover: Monthly Trends 
Year 2008-2009 Turnover at NSE Crore Turnover at BSE(Crore)  
April 271227 115454 
May 277923 121670 
June 264428 113605 
July 29 816 123916 
August 234251 99,924 
September 262261 108090 
October 216198 78227 
November 173123 63694 
December 212956 80866 
January 191184 70510 
February 149857 54330 
March 202799 69789 
Source: NSE/ BSE/SEBI 
Financial Year 2009-2010 
Equity markets witnessed significant uptrend during 2009-10 as compared to 
downward and volatile trend in previous year. 
However, at times, the domestic markets reflected the uncertainties in 
international financial market during the financial year under review. Markets 
were characterized by some bouts of volatility during the year, but it rewarded 
investors by giving five years best return in 2009-10. The BSE Sensex jumped to 
201 
Chapter 4- FIIs Operations in Indian Stock market and Testing of Hypotheses 
17528 (Table 4.29) as on %larch 31, 2010 from 9709 (Table 4.25) as on 31 March 
2009. 
Table 4.28: Movement in Stock Market Indicators during 2009-10: Monthly 
Trends 
Year(2009- 
2010) 
Net FIIs 	NIFTY 
Investment 
Sensex 
April 8998.5 3474 11403 
May 17405.8 4449 14625 
June 4898.3 4291 14494 
July 13181.7 4636 15670 
August 4523.3 4662 15667 
September 20572.7 5084 17127 
October 15972.6 4712 15896 
November 6181.4 5033 16926 
December 8710.7 5201 17465 
January 8412.6 4882 16358 
February 4363 4922 16429 
March 29437.5 5249 17528 
Source: NSE/BSE/SEBI 
The S&P CNX Nifty also increased 2228 points to close at 5249 (Table 4.28) points 
at the end of March 2010 over 3021 (Table 4.25) at the end of March 2009 mainly 
driven by higher growth rate, positive sentiments in market, better global 
environment, and FII inflows. Indian markets had recorded substantial decline 
and volatility in 2008-09. However, the environment improved in 2009-10 and 
got better with every subsequent quarter. 
This was unlike the situation witnessed in 2008-09 when the global equity 
markets were dominated by the financial turmoil and the signs of severe 
recession inflicted by the deteriorating financial markets. During 2009-10, all the 
equity markets witnessed uptrend, however, in different magnitude. 
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Rs. 266697 crore to Rs. 286246 crore at NSE and Rs. 889943 crore to Rs. 99779 
crore at BSE ( Table 4.30). While the capitalization also showed the same trend 
for the BSE which grows upto Rs. 6165619 crore from Rs. 3586978 acre but it has 
downtrend at NSE amounting to Rs. 1525162 crore from Rs. 2178436 crore (Table 
4.29). 
Testing of hypothesis (Analysis and interpretation) 
The proposed research work "Impact of Foreign Institutional Investors 
on Indian Stock Market Since 2000" has been done to assess the overall impact 
of Foreign Institutional Investors on the Indian stock market. In nutshell the 
following objectives have been tested using suitable statistical tools which have 
emerged as a result of through literature review of the subject matter. The impact 
Foreign Institutional Investors is positive on the Indian stock market. To prove 
this the following objectives have been tested to know the impact of Foreign 
Institutional Investors on Indian stock market. 
1. The liquidity and marketability in the Indian stock market has improved because 
of investment by foreign institutional investors. This will be tested and measured 
with the turnover as a parameter. 
2. The Indian stock market has developed due the investment made by the Foreign 
Institutional Investors. This will be tested and measured with the turnover as a 
parameter. 
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17528 (Table 4.29) as on March 31, 2010 from 9709 (Table 4.25) as on 31 March 
2009. 
Table 4.28: Movement in Stock Market Indicators during 2009-10: Monthly 
Trends 
Year(2009- 
2010) 
April 
Net FIIs 
Investment 
NIFTY Sensex 
8998.5 3474 11403 
May 17405.8 4449 14625 
June 4898.3 4291 14494 
July 13181.7 4636 15670 
August 4523.3 4662 15667 
September 20572.7 5084 17127 
October 15972.6 4712 15896 
November 6181.4 5033 16926 
December 	_ 
January 
8710.7 5201 17465 
16358 8412.6 4882 
February 4363 4922 16429 
March 29437.5 5249 17528 
Source: NSE/BSE/SEBI 
The S&P CNX Nifty also increased 2228 points to close at 5249 (Table 4.28) points 
at the end of March 2010 over 3021 (Table 4.25) at the end of March 2009 mainly 
driven by higher growth rate, positive sentiments in market, better global 
environment, and FII inflows. Indian markets had recorded substantial decline 
and volatility in 2008-09. However, the environment improved in 2009-10 and 
got better with every subsequent quarter. 
This was unlike the situation witnessed in 2008-09 when the global equity 
markets were dominated by the financial turmoil and the signs of severe 
recession inflicted by the deteriorating financial markets. During 2009-10, all the 
equity markets witnessed uptrend, however, in different magnitude. 
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Table 4.29: Movement in Capitalization: Monthly Trends 
Year(2009- 
2010) 
Market Capitalization 	Market Capitalization at 
at NSE Crore 	 BSE(Crore)  
A rim 	2178436 3586978 
May 	 2789789 	 4865045 
June 1164138 4749934 
July 	 1260547 5139942 
August 1277107 5285657 
September  1396214 -  _ 	5708337 
October 1322328 5375920 
November 1462989 5795209 
December 1514579 6081308 
January 1425638 5925725 
Februar y 1428908 5904929 
March 1525162 6163619 
Source: NSE/BSE/SEBI 
Table 4.30: Movement in Turnover: Monthly Trends 
Year(2009-2010) -  Turnover at NSE C rare 	TurnoveratBSE(Crore)  
_______April   266697 	 88943 
May 382561 128542 
June 482414 159195 
July 	 426143 138986 
August 364969 122319 
September 365063 124220 
October 362969 114007 
November 324477 105142 
December 292900 98082 
January 338443 117084 
February 245143 82510 
March 286246 99779 
Source: NSE/ BSE/SERI 
In tandem with the upward trend in equity prices, there was an increase in the 
trading, volumes at NSE and BSE. The turnover during the year increased from 
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Rs. 266697 crore to Rs. 286246 crore at NSE and Rs. 889943 crore to Rs. 99779 
crore at ESE ( Table 4,30), While the capitalization also showed the same trend 
for the BSE which grows upto Rs. 6165619 crore from Rs. 386978 crore but it has 
downtrend at NSE amounting to Rs. 1525162 crore from Rs. 2178436 crore ( Table 
4.29). 
Testing of hypothesis (Analysis and interpretation) 
The proposed research work "Impact of Foreign Institutional Investors 
on Indian Stock Market Since 2000" has been done to assess the overall impact 
of Foreign Institutional Investors on the Indian stock market. In nutshell the 
following objectives have been tested using suitable statistical tools which have 
emerged as a result of through literature review of the subject matter. The impact 
Foreign Institutional Investors is positive on the Indian stock market. To prove 
this the following objectives have been tested to know the impact of Foreign 
Institutional Investors on Indian stock market. 
1. The liquidity and marketability in the Indian stock market has improved because 
of investment by foreign institutional investors. This will be tested and measured 
with the turnover as a parameter. 
2. The Indian stock market has developed due the investment made by the Foreign 
Institutional Investors. This will be tested and measured with the turnover as a 
parameter. 
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3. The Indian stock market has become more volatile since the entry of Foreign 
Institutional Investors in the Indian stock market. To test this statement I have 
used the stock indices of Indian stock market (SENSEX and NIFTY- the 
Barometer). This reflects the overall volatility of Indian stock market. 
4. There is positive relationship between the investment of FIIs and market indices. 
Thus, FIIs are playing dominating role in the Indian stock market. 
5. The Indian stock market now is the most attractive market in the world because 
of His activity. 
Testing of hypothesis 
Researcher has developed the following hypotheses for the testing of research 
work. The hypotheses are as under; 
Hypothesis 1 
HO: There is no significant impact of FIIs investment on Indian stock market. 
HI: There is significant impact of His investment on Indian stock market. 
To check the validity of the above hypothesis the researcher has developed the 
sub hypothesis and these are; 
(f) 	Null hypothesis is that there is no significant impact of Flls investment on 
Bombay Stock Exchange. 
For the above hypothesis, market capitalization of both major exchanges 
of Indian stock market i.e. BSE and NSE as a dependant variables and Net FIIs 
Investment as an independent variable have been analyzed. The sample data of 
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FIIs investments and market capitalization of both exchanges consists of yearly 
basis from 2000-2001 to 2009-2010. To test the above-mentioned hypothesis, the 
researcher has used the linear regression. 
Table 4.31 
Descriptive Statistics of FIls Investment and market capitalization of BSE 
Mean Std. Deviation N 
FIls Investment (Cr.) 34836.3000 49155.78139 10 
Market 2.5611E6 1.98283E6 10 
capitalization at BSE 
(Cr.) 
Table 4.32 
Result of Correlations between FIis investment and market capitalization of BSE 
FBs Investment (Cr.) 
Market capitalization at BSE 
(Cr.) 
FIIs Investment 	Pearson 1 .645* 
(Cr.) 	Correlation 
Sig. (2-tailed) .044 
N 10 10 
Market 	Pearson .645' 1 
capitalization at 	Correlation 
BSE (Cr.) 	Sig. (2-tailed) .044 
N 10 10 
*. Correlation is significant at the 0.05 level (2-tailed). 
From the above table, it is found that the correlation between Net FIIs 
investment and market capitalization of BSE is .645 (Table 4.32). This shows that 
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there is a moderate relationship between Net FIIs investment and market 
capitalization of BSE. It shows that there is a moderate impact of FIIs investment 
on market capitalization of BSE. 
This positive correlation reveals the fact that the FHIs investment is an 
important factor in enhancing the market capitalization of Bombay stock 
exchange. Hence, have a positive impact on Indian stock market. But the extents 
of the enhancement of market capitalization can by FII flows can be examined by 
running the regression analysis. In running the regression analysis, market 
capitalization has been taken as the dependent variable and the net FIIs 
investments are considered as the independent variable. To test the above-
mentioned hypothesis, linear regression model fitted with the econometric 
technique of ordinary least square (OLS) has been done. Regression equation 
looking at relationship between market capitalization (BSE) and FII flows is: 
SRt=a +3NFIIt+£t 
Where t SR is the market capitalization (BSE) at time t; NF11 is the net investment 
by FIIs at time t; a and I3 are constants; E  t is the white noise; Thus by applying 
linear regressions on net FII investment and market capitalization (BSE). The 
following summary table has emerged. 
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Table 4.33 
Model Summary of Regression analysis between PIIs investment and market 
capitalization of BSE 
R 
Adjuste 
d R Std. Error of 
Change Statistics 
R Square Sig. F 
Model R Square Square the Estimate Change F Change dill df2 Change 
1 .64 .416 .343 1.60685E6 .416 5.705 1 8 .044 
5' 
Predictors: (Constant), £lIs Investment (Crore.) 
Table 4.34 
Result of ANOVAb between FIIs investment and market capitalization of BSE 
Sum of Mean 
Model Squares dl Square F Sig. 
1 	Regression 1.473E13 1 1.473E13 5.705 .044a 
Residual 2.066E13 8 2.582E12 
Total 3.538E13 9 
a. Predictors: (Constant), FIIN Investment (Crore.) 
b. Dependent Variable: Market Capitalization of BSE (Crore.) 
Table 4.35 
Results of independent sample t-test His investment and market capitalization of 
BSE 
Standardize 
Unstandardized d 95.0% Confidence Interval 
Coefficients Coefficients for B 
Lower Upper 
Model B Std. Error Beta t Sig. Bound Bound 
I 	(Cons 1654497.574 634256.172 2.609 .031 191900.218 3117094.930 
tint) 
I'll 26.025 10.896 .645 2.388 .044 .898 51.152 
a. Dependent Variable: Market Capitalization of BSE (Crore.) 
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It can be observed from the above table that all explanatory variables, taken 
together establish a relationship nearly 41.6 (Table 4.33) percent (R2 = 0.416) of 
the total variables in the BSE of Indian stock market in each year. This means that 
whatever changes have happened in the market capitalization of BSE for period 
under study the FIIs investments are responsible up to 41.6%. This implies that 
there are many other macro economic factors which have indirectly affected the 
market capitalization of BSE. Therefore, it may be inferred that according to the 
model made on the basis of linear regression, HI investment have affected the 
market capitalization of BSE from the coefficients of the model as shown above. 
It can be observed from the above table that the value of t statistics is 2.488 
(Table4.35) which is significant at 5 percent level of significance which means 
that the null hypothesis is not acceptable and thus alternate hypothesis that there 
is significant impact of FIls investment on the market capitalization of BSE is 
accepted meaning thereby that FIIs investment has the positive impact on Indian 
stock market. 
(ii) 
	
	Null hypothesis is that there is no significant impact of FIIs investment on 
National Stock Exchange. 
Table 4.36 
Descriptive Statistics of FIIs Investment and market capitalization of NSE 
Mean 	Std. Deviation N 
His Investment (Cr) 215618000 	31587.05852 10 
Market Capitalization at 1.9045E6 	1.49800E6 10 
NSE (Cr) 
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Table 4.37 
Result of Correlations between FIIs investment and market capitalization of 
NSE 
His Investment 
(Cr) 
Market Capitalization at 
NSE (Cr) 
His Investment (Cr) 	Pearson 1 .333 
Correlation 
Sig. (2-tailed) .347 
N 10 10 
Market Capitalization Pearson .333 1 
at NSE (Cr) 	Correlation 
Sig. (2-tailed) .347 
N 10 10 
. Correlation is significant at the 0.05 level (2-tailed). 
From the above table, it is found that the correlation between Net His 
investment and market capitalization of NSE is .333 (Table 4.37). This shows that 
there is a moderate relationship between Net FIIsntvestment and market 
capitalization of NSE. It shows that there is a moderate impact of FIIs investment 
on market capitalization of NSE. 
This positive correlation reveals the fact that the Ells investment is an 
important factor in enhancing the market capitalization of National stock 
exchange. Hence, have a positive impact on Indian stock market 
But the level of the dependency of market capitalization on FIr flows can 
be examined by linear regression analysis. In ruining the regression analysis, 
market capitalization has been taken as the dependent variable and the net FIIs 
investments are considered as the independent variable. To test the above- 
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mentioned hypothesis, linear regression model fitted with the econometric 
technique of ordinary least square (OLS) has been done. Regression equation 
looking at relationship between market capitalization (NSE) and FII flows is: 
SRt =a +~3 NFIIt +E t 
Where t SR is the market capitalization (NSE) at time t; NFI! is the net investment 
by FIIs at time t; a and l3 are constants; F  t is the white noise; Thus by applying 
linear regressions on net FII investment and market capitalization (NSE). The 
following summary table has emerged. 
Table 4.38 
Model Summary of Regression analysis between FIIs investment and market capitalization of NSE 
Std. Error 
Change Statistics 
R 
R Adjusted of the Square F 
Model R Square R Square Estimate Change Change dfl df2 Sig. F Change 
1 .658• .433 .362 1.51385E6 .433 6.099 1 8 .039 
Table 4.39 
Result of ANOVAb between FIIs investment and market capitalization of NSE 
Sum of 
Model Squares df Mean Square F Sig. 
1 	Regression 1.398E13 1 1.398E13 6.099 .039a  
Residual 1.833E13 8 2.292E12 
Total 3.2,31E13 9 
Predictors: (Constant), Flis Investment (Cr) 
Dependent Variable: Market Capitalization of NSE (Crore.) 
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Table 4.40 
Results of independent sample t-test FIIs investment and market capitalization of 
NSE 
Standardiz 
Unstandardiz ed 
ed Coefficient 950% Confidence Interval for 
Coefficients s B 
Std. Lower 
Model B Error Beta t Sig. Bound Upper Bound 
1 	(Constan 15650 597550 2.619 031 187119.73 2943026.472 
t) 73.103 .259 4 
FII 25.352 10.266 .658 2.470 .039 1.679 49.025 
Dependent Variable: Market Capitalization of NSE (Crore.) 
From the (Table 4.38) the researcher has found that all explanatory 
variables, taken together establish a relationship nearly 43.3 percent (R2 = 0.433) 
of the total variables in the NSE of Indian stock market in each year. This means 
that whatever changes have happened in the market capitalization of NSE for 
period under study the Fits investments are responsible up to 43.3"/x. This 
implies that there are many other macro economic factors which have indirectly 
affected the market capitalization of NSE. Therefore, it may be inferred that 
according to the model made on the basis of linear regression, FII investment 
have affected the market capitalization of NSE from the coefficients of the model 
as shown above. It can be observed from the above table that the value of t 
statistics is 2.47 (Table 4.40) which is significant at 5 percent level of significance 
which means that the null hypothesis is not acceptable and thus alternate 
hypothesis that there is significant impact of FIIs investment on the market 
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capitalization of NSE is accepted meaning thereby that FIIs investment has the 
positive impact on Indian stock market. 
Hypothesis 2 
HO: There is no significant impact of FIIs investment on the volatility in the 
Indian stock market. 
HI: There is significant impact of FIIs investment on the volatility in the Indian 
stock market. 
To check the validity of the above hypothesis the researcher has developed the 
sub hypothesis and these are; 
(i) Null hypothesis is that there is no significant impact of FIIs investment on the 
volatility of Bombay Stock Exchange (SENSEX). 
(ii) The FIIs investment and its impact on the volatility of SENSEX have been 
analyzed by using Karl Pearson's coefficients of correlation. The result of the test 
is given below 
Table 4.41 
Result of Correlations FIIs investment and SENSEX value 
FII SENSEX 
I 	Pearson 1 .448 
Correlation 
Sig. (2-tailed) 194 
N 10 10 
SENSEX Pearson .448 1 
Correlation 
Sig. (2-tailed) .194 
N 10 10 
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Interpretation: The relationship exists between the net FIIs investment and the 
movement of SENSEX value is +0.448 (Table 4.41) which can be said to 
significant one. So, it is proved that impact of FIIs investment on the volatility in 
the Indian stock market is significant. In other words I can say that due Flis 
activity in the Indian stock market the SENSEX value may go up or down by 
44.8%. Hence the null hypothesis is rejected and the alternate hypothesis is 
accepted that there is significant impact of His investment on the volatility in the 
Indian stock market. 
(iii) Null hypothesis is that there is no significant impact of FIIs investment on the 
volatility of National Stock Exchange (NIFTY). 
The FIIs investment and its impact on the volatility of NIFTY have been analyzed 
by using Karl Pearson s coefficients of correlation. The result of the test is given 
on next page. 
Table4.42 
Result of Correlations FIIs investment and SENSEX value 
FIT NIFTY 
II 	Pearson 1 .451 
Correlation 
Sig. (2-tailed) .191 
N 10 10 
NIFTY Pearson .151 1 
Correlation 
Sig. (2-tailed) .191 
N 10 10 
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Interpretation: The relationship exists between the net FIIs investment and the 
movement of NIFTY value is +0.451 (Table 4.41) which can be said to significant 
one. So, it is proved that impact of FIIs investment on the volatility in the Indian 
stock market is significant. In other words I can say that due FIls activity in the 
Indian stock market the NIFTY value may go up or down by 45.1%. Hence the 
null hypothesis is rejected and the alternate hypothesis is accepted that there is 
significant impact of Flis investment on the volatility in the Indian stock market. 
Hypothesis 3 
HO: There is no significant impact of Flls in the development of Indian stock market. 
Hi: There is significan t impact of Ills in the development of Indian Stock rnerket. 
To check the validity of the above hypothesis the researcher has developed the 
sub hypothesis and these are; 
(i) 	Null hypothesis is that there is no significant impact of FIIs investment in the 
development of Bombay Stock Fxchange. 
For the above hypothesis, Turnover of both major exchanges of Indian 
stock market i.e. BSE and NSE as a dependant variables and Net His Investment 
as an independent variable have been analyzed. The sample data of FTTs 
investments and Turnover of both exchanges consists of yearly basis from 2000-
2001 to 2009-2010. To test the above-mentioned hypothesis, the researcher has 
used the linear regression. 
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Table 4.43 
Descriptive Statistics of FlIs Investment and Annual Turnover of BSE 
Mean Std. Deviation N 
NET FIIs 
INVESTMENT (IN 3.1259E4 42134.04231 1 
CRORES) 
Turnover ate BSE 8.47E5 437218.428 1 (Crore) 
Table 4.44 
Result of Correlations between FIIs investment and Annual Turnover of BSE 
NET His 
INVESTMENT 
(IN CRORES) 
Turnover ate BSE 
(Crore) 
NET FlIs 	 Pearson 
INVESTMENT (IN 	Correlation 1 .385  
RORES) 	 Sig. (2-tailed) .272  
N 10 10 
Turnover ate BSE 	Pearson 
(Crore) 	 Correlation .385 1 
Sig. (2-tailed) .272 
N 10 10 
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From the above table, it is found that the correlation between Net Flls 
investment and Turnover of BSE is .385 (Table 4.44). This shows that is a 
moderate relationship between Net FIIs investment and Turnover of BSE. It 
shows that there is a moderate impact of FIIs investment on Turnover of BSE. 
This positive correlation reveals the fact that the FIIs investment is an 
important factor in enhancing the Turnover of Bombay stock exchange. Hence, 
have a positive impact on Indian stock market. But the extents of the 
enhancement of Turnover by FII flows can be examined by running the 
regression analysis. In running the regression analysis, Turnover has been taken 
as the dependent variable and the net Flls investments are considered as the 
independent variable. To test the above-mentioned hypothesis, linear regression 
model fitted with the econometric technique of ordinary least square (OLS) has 
been done. 
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Table 4.45 
Model Summary of Regression analysis between FTIs investment and Annual Turnover 
of BSE 
Model R 
R 
Square 
Adjust 
ed R 
Square 
Std. Error of 
the Estimate 
Change Statistics 
R Square 
Change F Change dfl df2 
Sig. F 
Change 
1 .385 .148 .042 41249.81239 .148 1.390 1 8 .272 
a. Predictors: (Constant), Turnover a to BSE 
(Crore) 
Table 4.46 
Result of ANOVAb between FlIs investment and Annual Turnover of BSE 
Sum of 
Model Squares d f Mean Square F Sig. 
I 	Regression 2.365E9 1 2.365E9 1.390 .272 
Residual 1.361E10 8 1.702E9 
Total 1.598E10 9 
a. Predictors: (Constant), Turnover ate BSE (Croce) 
b. Dependent Variable: NET FIIs INVESTMENT (IN 
CRORES) 
Table 4.47 
Results of independent sample t-test FIIs investment and Annual Turnover of BSE 
Unstandardized 
Coefficients 
Standardize 
d 
Coefficients 
95% Confidence 
Interval for B 
Lower Upper 
Model B Std. Error Beta t Sig. Bound Bound 
1 	(Constant) - 
-155.362 29667.209 -.005 .996 68568.06 68257.34 
9 
Turnover 
ate BSE .037 .031 .385 1.179 .272 -.035 .11' 
(Crore) 
Dependent Variable: NET FIIs INVESTMENT (CRORES) 
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Regression equation looking at relationship between Turnover (BSE) and 
FII flows is: 
SRt =a +(3  NFIIt +e t 
Where t SR is the Turnover (BSE) at time t; NFII is the net investment by 
FIIs at time f; a and (i are constants; e t is the white noise; Thus by applying 
linear regressions on net FII investment and Turnover (BSE). The following 
summary table has emerged. It can be observed from the above table that all 
explanatory variables, taken together establish a relationship nearly 14.8 percent 
(Table 4.45) (R2 = 0.148) of the total variables in the BSE of Indian stock market in 
each year. This means that whatever changes have happened in the Turnover of 
BSE for period under study the FIN investments are responsible up to 14.8 %. 
This implies that there are many other macro economic factors which have 
indirectly affected the Turnover of BSE. Therefore, it may be inferred that 
according to the model made on the basis of linear regression, FIT investment 
have affected the Turnover of BSE from the coefficients of the model as shown 
above. It can be observed from the above table that the value of t statistics is 
1.179 (Table 4.47) which is significant at 5 percent level of significance which 
means that the null hypothesis is not acceptable and thus alternate hypothesis 
that there is significant impact of FIIs investment on the Turnover of BSE is 
accepted meaning thereby that FIIs investment has the positive impact on Indian 
stock market. 
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Table 4.48 
Descriptive Statistics of His Investment and Annual Turnover of NSE 
Mean Std. Deviation N 
NET Fits 
INVESTMENT (IN 3.1259E4 42134.04231 10 
CRORES) 
Turnover at NSE 1.87E6 1232199.652 10 (Crore) 
(ii) 	Null hypothesis is that there is no significant impact of FIIs investment in 
development of National Stock Exchange. 
Table 4.49 
Result of Correlations between FIIs investment and Annual Turnover of NSE 
Net FIIs investment 
(crores) 
Turnover at 
NSE (Crore) 
NET FlIs 	 Pearson Correlation 1 .497 
INVESTMENT (IN 	Sig. (2-tailed) .144 
CRORES) 
Sum of Squares and 1.598E10 2.320E11 Cross-products 
Covariance 1.775E9 2.578E10 
N 10 10 
Turnover at NSE 	Pearson Correlation .497 1 
(Croce) 	 Sig. (2-tailed) .144 
Sum of Squares and 
2.3201311 1.3661313 Cross-products 
Covariance 2.578F10 1.518E12 
N 10 10 
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From the above table, it is found that the correlation between Net FIIs 
investment and Turnover of NSE is .497 (Table 4.49). This shows that is a 
moderate relationship between Net FIIs investment and Turnover of NSE. It 
shows that there is a moderate impact of FIIs investment on Turnover of NSE. 
This positive correlation reveals the fact that the FIIs investment is an important 
factor in enhancing the Turnover of National stock exchange. Hence, have a 
positive impact on Indian stock market. But the level of the dependency of 
Turnover on FIl flows can be examined by linear regression analysis. In running 
the regression analysis, Turnover has been taken as the dependent variable and 
the net FIIs investments are considered as the independent variable. To test the 
above-mentioned hypothesis, linear regression model fitted with the econometric 
technique of ordinary least square (OLS) has been done. Regression equation 
looking at relationship between Turnover (NSE) and FII flows is 
SRt=a+~3NFIIt+Ft 
Where t SR is the Turnover (NSE) at time t; NFII is the net investment by 
FIIs at time t; a and I3 are constants; F t is the white noise; Thus by applying 
linear regressions on net FII investment and Turnover (NSE). The following 
summary table has emerged. 
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Table 4.50 
Model Summary of Regression analysis between FIIb investment and Annual 
Turnover of NSE 
Model R 
R 
Square 
Adjusted 
R Square 
Std. Error 
of the 
Estimate 
Change Statistics 
R Square 
Change 
F 
Change dfl df2 
Sig. F 
Change 
1 .497 .247 .152 38791.32842 .247 2.618 1 8 .144 
a. Predictors: (Constant), Turnover at NSE 
Table 4.51 
Result of ANOVAb between FIIs investment and Annual Turnover of NSE 
Sum of Mean 
Model Squares elf Square F Sig. 
1 	Regression 3.939E9 1 3.939E9 2.618 .144a 
Residual 1.204F10 8 1.505E9 
Total 1.598E10 9 
a. Predictors: (Constant), Turnover at NSE (Crore) 
b. Dependent Variable: NET FIIs INVESTMENT 
(CRORES) 
Table 4.52 
Results of independent sample t-test FIis investment and Annual Turnover of ESE 
Unstandardized 
Coefficients 
Standards 
zed 
Coefficien 
is 
95% Confidence 
Interyal for B 
Lower Upper 
Model B Std. Error Beta t Sig. Bound Bound 
1 	(Constant) - 
52861. -431.006 29110.367 -.019 .986 53723.60 
7 
Turnover 
a t NSE .017 .010 .497 1.618 .144 -.007 .04 
(Crore) 
a. Dependent Variable: NET Fits INVESTMENT 	(CRORES) 
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From the above table the researcher has found that all explanatory 
variables, taken together establish a relationship nearly 24.7 percent (R2 = 0.247) 
(Table 4.50) of the total variables in the NSE of Indian stock market in each year. 
This means that whatever changes have happened in the Turnover of NSE for 
period under study the FIIs investments are responsible up to 24.7%. This 
implies that there are many other macro economic factors which have indirectly 
affected the Turnover of NSE. Therefore, it may be inferred that according to the 
model made on the basis of linear regression, FII investment have affected the 
Turnover of NSE from the coefficients of the model as shown above. It can be 
observed from the above table that the value of t statistics is 1.618 (Table 4.52) 
which is significant at 5 percent level of significance which means that the null 
hypothesis is not acceptable and thus alternate hypothesis that there is significant 
impact of FIIs investment on the Turnover of NSE is accepted meaning thereby 
that FIIs investment has the positive impact on Indian stock market. 
Hypothesis 4 
HO: There is no significant difference in the investment by FIIs in Indian debt and 
equity market. 
Hi: There is significant difference in the investment by FIIs in Indian debt and 
equity market. 
The investment by FIIs in debt and equity market of Indian stock market is 
analyzed by applying paired sample T-Test, and the result of test is given below. 
223 
Chapter 4- Fits Operations in Indian Stock market and Testing of Hypotheses 
Table 4.53 
Remit of Paired Samples Mean between Debt and Equity investment by FIIs 
Mean N Std. Deviation Std. Error Mean 
Pair 1 	EQUITY 
DEBT 
29368.4700 
5387.4900 
10 
10 
41327.42520 
10811.16595 
13068.87935 
3418.79086 
Table 4.54 
Result of Paired Samples Correlation between Debt and Equity investment by FIIs 
N Correlation Sig. 
Pair I 	EQUITY & DEBT 10 .667 .035 
Table 4.55 
Result of Paired Samples t-test between Debt and Equity investment by FIIs 
Paired Differences 
95% Confidence Sig 
Std. Interval of the (2- 
Deviatio Std. Error Difference tailed 
Mean n Mean Lower Upper t df 
Pair 1 EQUI 23980. 35052.08 11084.441 - 49055.7284 2.163 9 .059 
TY- 98000 139 39 1093.76849 9 
DEBT 
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Interpretation: The calculated value of t at 9 degree of freedom is 2.163 (Table 
4.55) which is greater than the table value 1.833 at 5% degree of significance. It 
means the null hypothesis is again rejected. Thus the alternate hypothesis is 
accepted and proved that there is significant difference in the investment carried 
out by FIls in Indian debt and equity market. So, there is significant difference in 
the investment pattern of FIIs in Indian equity and debt market. 
Conclusion 
This chapter dealt with operations of FIIs in Indian stock market since 2000 and 
also with the testing of hypotheses based on testing the impact of Flls investment 
on market capitalization, turnover and volatility of NSE and BSE and knowing 
the impact of FIIs investment on Indian Stock Market. On the basis of result 
obtained by using suitable statistical tools, hypotheses were tested and in all the 
hypotheses the alternate hypotheses were accepted and null hypotheses were 
rejected. It has been proved that the FIIs have positive impact on Indian Stock 
Market but simultaneously the volatility has also increased in the market. FIIs 
have started showing more and more interest in the Indian Stock market. 
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Chapter-5 
CONCLUSION, FINDINGS 
AND SUGGESTIONS 
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5.1 Introduction: 
The previous chapter dealt with analysis and interpretation of the data 
collected through various sources. The present chapter covers at the conclusions, 
findings and suggestions. 
5.2 Conclusions 
A number of developments have taken place in the Indian capital market 
with launching of financial reforms since summer 1991. With the advent of 
liberalization, Indian capital market has gone under tremendous changes. Prior 
to liberalization, the Indian stock market was not in the global picture. But today, 
it is one of the most attractive markets for the foreign institutional investors 
(FIIs). Since then the country has been receiving large amounts of portfolio 
investment. With the ongoing globalization the role of institutional investors in 
foreign capital flows has increased to a great extent. They are being regarded as 
key player of financial globalization. The developing countries like India 
generally have a continuous shortage of capital. The entry of FIIs is expected to 
bring that much needed capital. However, as most of the purchases carried out 
by FIIs are in secondary market, their direct contribution to investment may not 
be very significant. Yet, FIIs contribute indirectly in a number of ways towards 
increasing capital formation in the host country like India. Increased 
participation of foreign investors increases the potentially available capital for 
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investment and thus lowers the cost of capital. Further, purchases of File give an 
upward thrust to domestic stock prices and thus increase the price-earnings ratio 
of firms. Both these factors are expected to increase overall level of investment in 
an economy. Thus, FIIs can prove to be an important boost for capital formation. 
This is one of the most important sources of Foreign Exchange Reserves 
(FOREX). This Forex can be utilized for various development purposes, which 
help an economy in building her productive capacities as well as generate 
employment For a demand constrained economy, this is beneficial. This source 
is much unstable compared to other capital flows, therefore careful monitoring of 
these inflows should be maintained. There are various internal and external 
factors which have potential dangers to destabilized economic conditions of both 
developed as well as developing economies. Flis are the key drivers of the Indian 
equity market and rising stakes in Indian companies. But, at the same time there 
is unease over the volatility in foreign institutional investment flows and its 
impact on the different segments of the economy. The increase in the volume of 
foreign institutional investment (FII) inflows in recent time has led to concerns 
regarding the volatility of these flows, threat of capital flight, its impact on the 
stock markets and influence of changes in regulatory regimes. 
The dominance of Flls has serious concern, even if large sections of the people 
are outside the dominion of the financial markets. The volatility triggered by the 
FIIs in 2008 and the markets limping back to normalcy following the response of 
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the Indian establishment to the crisis makes an interesting reading not only to 
academicians but also to the policy makers. Huge withdrawals by the FIT from 
the Indian stock markets were mainly due to the crash of financial markets in 
European markets that has been attributed to events like anticipation of a hike in 
the interest rate in US, tall in the prices in the stock market across the globe and 
technical correction in respect of overvalued stocks in the Indian stock market. 
Notwithstanding the crash in the Indian market, PIIs continue to be interested in 
investing in India-mostly due to [he reforms that had been undertaken to ease 
the policies relating to foreign investments. 
The steady increase in the size of FII inflow in the recent years has 
attracted unwarranted attention as to whether the capital account of India is 
gradually coming to be dominated by 'Hot Money' - a phrase that is commonly 
used to describe the Fl flows, though the usage might not be completely correct. 
FII flows are referred to as above, owing to their tendency to reverse their 
decision in response to adverse market sentiments and precipitating large capital 
outflows. Though the possibilities of 'herd' behavior by Flls and mass 
withdrawal (as per the theoretical framework) cannot be ruled out, strong 
fundamentals and a well regulated market, comprising mainly of pension funds, 
life insurance companies and mutual funds, mostly involved in long-term 
investments, can minimize such possibilities. The Indian capital market is 
currently buoyant, and also bestowed with a strong regulatory framework, 
Chapter 5- Conclusion, Findings and Suggestions 
which is extremely conducive for RI participation on a long-term basis. As the 
Indian economy gears up to counter the competition in the international 
investment market, by introducing reforms in its FIt policy, overseas institutional 
investors seem to have identified the potential of India in providing attractive 
returns from investment and playing a significant impact on Indian stock market. 
5.3 Findings of the study 
An in-depth study about the "Impact of Foreign Intuitional Investors on 
Indian Stock Market Since 2000" has been made. A brief resume of the main 
findings of the study and suggestions based on the findings are presented in the 
chapter. The major findings are 
1. It is found that the major indices of the Indian stock market (NIFTY and 
SENSEX) which is also known as the barometer of Indian stock market are 
positively correlated with the Fils investment. This .shows that FIls are the major 
players behind the volatility of the Indian stock indices. The degree of correlation 
is not very strong so they are not only factors behind the complete volatility in 
the market but other factors are also responsible for that like interest rate policy, 
political situation of the country, reform policies etc. 
2. FIIs are playing the role of movers and shaker in the Indian stock market as they 
injected the money in the market and encourage the other investors to make 
investment. When the prices of indices go up they pull the money and shake the 
market. Whenever they buy most probably the market indices are in green color 
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and if they sell then the indices are in red. It shows that they are really 
dominating the market. 
3. It is also found that there is significant difference in the investment pattern of 
FIIs in Indian debt and equity market. Although the FIIs are allowed in debt 
market in 1997, but they have more affection towards equity segment of the 
Indian stock market in the whole period of the study. 
4. It is also found that the Indian stock market was predictable before the entry of 
FIIs but now it becomes a tough task for the financial engineer. There is no entry 
and exit policy of FIIs. They keep on shuffling their fund from the market of one 
country to market of another country to get best return on the fund. 
S. There is no doubt that the Fits are causing the volatility in the Indian stock 
market. But this volatility creates short term problems for the real investors. 
Small investors, speculators and jobbers get affected maximum. 
6. Return on investment in the Indian stock market is the primary motive or 
perhaps the single important factor behind the FIIS investment in Indian stock 
market. 
7. The turnover of the market of national stock exchange (NSE) and Bombay stock 
exchange (BSE) continued to show an upward trend. During 
8. It is also found that there is more rises in the turnover of NSE comparative to BSE 
during the previous year. Thus it suggests that Flls have greater impact on the 
market turnover of NSE than on BSE. 
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9. At the time of global financial crisis in 2008, the bubbling in the market forced 
several His to step-down from India and stepped in other emerging markets. 
Some of the other markets include Uruguay, Russia, The Ukraine, and several 
other former Soviet countries. Though there has been bubbling in the past too 
but FIIs responses this time was different because of margin pressure back home 
as even they have to provide regular returns to their investors in their home 
country. 
10. The Market capitalization of both the market (NSF and BSE) and the Net FIIs 
investment are positively correlated. Therefore, there is significant impact of FIIs 
investment on the market capitalization, hence they are contributing in the 
development of Indian stock market. 
11. FII sale and FII net inflow are significantly affected by the performance of the 
Indian equity market, FII always analyze market before hand and are very keen 
at booking profits when market is bearish. This means market may go down 
further and is better time for swing trading rather than long term investments. 
12. The year 2008 created the history for the Indian stock market as it was the worst 
year in terms of the performance. 
13. It is also found that the growing presence of institutional investors in the Indian 
stock market who predominantly go by fundamentals has made the market more 
efficient. '[heir presence has led to so many developments in stock market like 
Screen based trading systems replaced the conventional open outcry system of 
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trading and everyone acclaims the contribution of the screen based trading in 
developing the culture of equity investing. 
14. The country-wise distribution of FIIs suggests the predominant place of USA and 
UK in FII registrations in India; these inter-linkages make the two countries' 
dominance more prominent. The fact that only a few FIIs and that too mainly 
from two countries namely USA and UK are interested in the Indian stock 
market increases its vulnerability to fluctuations. 
15. On the basis of result it is found that the FIT affected the market in both the 
direction i.e. positive as well in negative. However FII plays an important role in 
the growth of economy as well as stock market, the government should take 
necessary measure to attract these capital flows. 
5.4 Suggestions: 
Undoubtedly the inflow of FII has been on rising trend since economic 
liberalization. The government has taken number of steps to enhance the pace of 
FIIs investment to boost the pace of economy. The quantum of FIIs will get 
further momentum if the following suggestions are taken into account. 
1. Strong financial sector and good credit delivery system should be building up. 
2. There should be better coordination between the center and state high official 
from the state where the investment has to be made; 
3. Corruption is seriously jeopardizing country's economic progress. Strict action 
against the corrupt officials especially higher level must be taken; 
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4. Government should be liberal towards foreign investors and treat them at par 
with domestic investors; 
5. Creditworthiness of organization is also important; 
6. Conducive environment should be maintained by offering facilities to the 
investors; 
7. in order to, attract more portfolio investment the government should remove 
ceilings for foreign players; 
8. Easing out the procedures for obtaining the possessions of shares by the foreign 
investors so that they don't miss out an attractive selling opportunity; 
9. Reduction in capital gains tax from the present rate of 30per cent is necessity of 
the time. Tt is argued that countries such as Malaysia, Singapore etc. have lower 
rate of capital gains tax; 
10. Scandals in stock market distract portfolio investors to invest in India. Examples 
like Kean Parekh and Harshed Mehta scandal etc. distract the investors. Strict 
majors to check such sort of malpractices should be taken; 
11. The main reason why money is not coming into the Indian market due to the 
poor infrastructure in Indian stock exchanges and out dated settlement systems. 
Like the present settlement system of T+2 should be brought down to T+1 to 
improve the liquidity and marketability of securities in the Indian market. That 
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should be made at par with other developed couritries; and it will also make the 
market strong by increasing the number of players. 
12. There is an important role of foreign investors in developing countries. But this 
role can positively be fulfilled only if the government retains the right to choose 
the type of foreign investors and terms and conditions of their entry operations. 
13. Allowing foreign investment in more areas, in different industries indices the 
FIIs should be encouraged through different patterns like futures, options, etc. 
14. Proper economic policies should be formulated and implemented as well to 
boost to the foreign investment. It will give better result to the performance of 
Indian stock market. 
15. Though FTIs are responsible for the volatility in the Indian stock market but 
other players are also responsible for the same like speculators, gambler, etc. 
They are shaking the confidence of real investors in the market. Regularly they 
should be watched, identified and monitored by the regulator. They should be 
discouraged from the speculative activities. It will lead to build the confidence of 
the real investors. 
16. Elimination of limits on FIT investment in government securities and in private 
Bonds can play a vital role in eliminating the interest gap between Indian and 
global Financial markets and in establishing interest parity. Once these Limits are 
eliminated, serious players are likely to enter and develop the market on a long 
term basis and thus increase FII flows into the debt market. 
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17. To the extent that registered Flls and FlI sub-account holders use PNs as a tax 
avoidance measure (by transferring tax liability to lower tax jurisdictions), a ban 
on PNs will eliminate the tax bias in favor of equity inflows. Such a correction is 
highly desirable 
18. Government has to modernize and also has to save our culture. Similarly the 
laws should be such that it protects domestic investors and also promote trade in 
country through PIIs. 
19. Simplifying procedures and relaxing entry barriers for business activities and 
providing investor friendly laws and tax system for foreign investors. 
20. A restriction related to the track record of Sub- Accounts is also to be made on 
the investors who withdraw money out of the Indian stock market who have 
invested with the help of participatory notes. 
21. There are persistent deficits in the current account in India. Despite faster growth 
rates of exports, the current accounts are in deficit as imports are increasing at an 
even faster rate. Policy maker should be cautious the activities of FIIs. 
22. Foreign institutional investors have two route of investment for investing in 
Indian capital market, one of the route is 100%debt route, though debt route 
opened in 1997, but FIIs did not show full interest as they have mostly invested 
through equity route, and investment in debt by Flls in the sample period of this 
study is not convincing compared to equity investment. So there is need to 
further rationalize the policies and regulations of debt investment for FIls. It will 
also be helpful in attracting more investment in debt segment by the FIIs. 
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23. There should be more transparency; fair trading practices in foreign exchange 
transactions are helpful in attracting more FIIs in different portfolio of the Indian 
capital market. 
24. The government should formulate such policies which encourage the mutual 
fund companies to participate actively in the stock market, both in index and 
non-index stocks so that stability in the stock market can be established. 
25. As the SEBT is the watchdog of the Indian capital market so it should play a vital 
role in increasing the confidence among the domestic individual investors so 
they should actively participate in the stock market. This will help to reduce the 
influence of the foreign investors on the Indian stock market. 
26. The development of the Indian stock market is necessary but it should not be 
achieved on the cost of the local investors. The rights of the local investors should 
be protected. They should have priority over the FTIs. 
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Appendix- 1 
His investment and Market Capitalization at BSE 
Year Net investment by Flts (crore) Market capitalization at BSE 
(crore)  
2000-2001 9682.51 571553 
2001-2002 8272.67 612224 
2002-2003 2668.90 572198 
2003-2004 44000.03 1201207 
2004-2005 41416.45 1698428 
2005-2006 48650.04 3022191 
2006-2007 23754.05 3545041 
2007-2008 62583.56 	 5138015 
2008-2009 --- 	-43337.75 3086076 
2009-2010 	 114901.12 	 I 	 6164157 	 ________ 
Sourcc:SEB1/BSE 
Appendix 2 
FIIs investment and Market Capitalization at NSF 
Year Net investment by FIIs (crore) Market capitalization at BSE 
(crore) 
2000-2001 9933.4 657847 
2001-2002 7957.9 636861 
2002-2003 2689 537133 
2003-2004 45764.7 1120976 
2004-2005 45881.3 1585585 
2005-2006 41466.7 2813201 
2006-2007 30840.4 3367350 
2007-2008 66179.1 4858122 
2008-2009 -45811 2896194 
2009-2010 142658.1 6009173 
Source:SEB1/NSE 
Appendices 
Appendix -3 
Table 3 FIIs investment and Turnover at BSE 
Year Net investment by FIIs crore Turnover at NSE (crore)  
2000-2001 9933.4 1000031.55 
2001-2002 7957.9 307292.37 
2002-2003 2689 314073.19 
2003-2004 45764.7 502618.41 
2004-2005 45881.3 518716.01 
2005-2006 41466.7 816074.02 
2006-2007 30840.4 
66179.1 
956185.4 
2007-2008 1578856.09 
2008-2009 -45811 j 	 1100073.63 
1378809 2009-2070 142658.1 
Source:SEBI/BSE 
Appendix -4 
Fits investment and Turnover at NSE 
Year Net investment b FIIs crore Turnover at NSF(crore)  
2000-2001 9933.4 1339510 
2001-2002 7957.9 513167 
2002-2003 2689 617989 
2003-2004 45764.7 1099535 
2004-2005 458813 1140071 __ 
2005-2006 41466.7 1569556 
2006-2007 30840.4 1945285 _ 	 _ 
2007-2008 66179.1 3551038 
2008-2009 -4811 2752023 
2009-2010 142658.1 4138024 
Source:SEBI/NSE 
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Appendix -5 
FIIs investment and SENSEX value 
Year Net investment by Fits crore Sensex value 
2000-2001 9933.4 4269.69 
2001-2002 7957.9 3331.95 
2002-2003 2689 3206.29 
2003-2004 45764.7 4492.19 
2004-2005 	45881.3 5740.99 
2005-2006 41466.7 8278.55 
2006-2007 30840.4 1227733 
2007-2008 66179.1 16568.89 
2008-2009 -45811 1236555 	~I 
2009-2010 	142658.1  15585.21 
Source:SEBI/ BSS 
Appendix- 6 
FIIs investment and NIFTY value 
Year Net investment by F11s (crore) 
9933.4 
Nif 	value 
1336.49 2000-2001 
2001-2002 7957,9 1077.13 
2002-2063 2689 1036.1 
2003-2004 45764.7 
45881.3 
1428.13 
2004-2005 1805.26 
2005-2006 41466.7 
30840.4 
2513.4 
3572.44 2006-2007 
2007-2008 66179.1 4896.6 
2008-2009 -45811 3731.03 
2009-2010 142658.1 4657.77 
Source:SEBI/NSE 
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Appendix- 7 
Net investment FIIs in Equity and Debt 
Year Net investment in Equity 	in crone) Net investment in Debt 	in crore ) 
2000-2001 16493.1 -100.2 
2001-2002 8072.2 1179.8 
2002-2003 2527 162 
2003-2004 39959.7 5805 
2004-2005 44122.7 1758.6 
2005-2006 48800.5 -7333.8 
2006-2007 25235.7 5604.7 
2007-2008 53933.1 13203.5 
2008-2009 -47706.2 1895.2 
2009-2010 110220.6 29946.7 
Source: SEBI 
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